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Professional Notes. 


Tue Council of the Society of Incorporated 
Accountants and Auditors have unanimously elected 
Mr. Thomas Keens, M.P. (Keens, Shay, Keens & Co.), 
of Luton, Bedford and London, to the office of 
Vice-President of the Society, which became vacant 
owing to the lamented death of Major Gwilym 
Arnold Evans. 


Particulars of the Autumnal Conference of 
Incorporated Accountants, to be held in Leeds and 
Bradford on the joint invitation of the Yorkshire 
and Bradford District Societies of Incorporated 
Accountants, are published in this issue. The 
proceedings will open on Wednesday, October Ist, 
when the local Presidents, Sir Charles Wilson, M.P., 


and Mr. William Claridge, J.P., will receive the 
guests, and music and dancing will follow the 
reception. Three crowded days of engagements 
succeed the opening, and papers will be delivered by 
the President, Mr. George Stanhope Pitt, F.S.A.A., 
Mr. C. Hewetson Nelson, F.S.A.A., Past President, 
and Mr. Henry Morgan, F.8.A.A., Member of the 
Council. A record attendance of members is looked 
for, and ladies are invited to the banquet as well as 
to the other functions. 


The consideration of the Finance Bill in Committee 
of the House of Commons has not produced many 
spectacular effects, and the public has taken but a 
languid interest in matters which directly affect the 
taxpayers’ pockets and are of vital importance to 
the country’s trade and industry. The Chancellor 
of the Exchequer, on the Report stage, got the 
House to add a new clause which will compel every 
company, in paying any dividend or interest, to show 
the gross amount, the rate and amount of the income 
tax deducted, and the net amount actually paid. 
Some companies have been in the habit of referring 
shareholders to tables printed on the back of 
warrants to enable them to work out this information 
for themselves. The credit for bringing about this 
convenient alteration in the law belongs to the 
City of London Solicitors Company, and also to 
Mr. A. M. Samuel, M.P. 


Two big fights have been put up in the House 
at the instance of the Chambers of Commerce. 
Mr. A. M. Samuel, M.P., for the Association of 
Chambers of Commerce, moved a new clause to 
amend the section of the Finance Act, 1922, 
relating to super tax on undistributed income of 
certain companies, the terms of which were as 
follows: Sect. 21, sub-sect. (1), of the Finance 
Act, 1922, shall be amended so that the words “the 
said reasonable part of such income” shall be 
substituted for the words ‘the said income,” in 
line fourteen of the sub-section. This matter has 
already been discussed by us in our May and June 
issues, and we need not repeat the arguments for an 
amendment of the law. In the Committee stage 
the Financial Secretary to the Treasury, Mr. William 
Graham, M.P., said that he was advised that the 
effect of the proposed new clause would be to weaken 
the protective value of the section in the Act of 
1922, and would put people in a position to evade 
super tax. He promised to look into the matter 
more particularly before the Report stage, and the 
amendment was withdrawn to enable this to be done. 


On the Report stage being reached Mr. Graham, 
on behalf of the Government, declined to accept the 
proposal, as he said the object of the section in 
the Act of 1922 was to take away from companies 
which did not make proper distributions their 
privileged position in regard to super tax and put 
them back into the position of partnerships, in 
which, of course, they would be exposed to the tax 
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on the whole of the profits. He also pointed out 
that the section was not operative until 1923, and 
no instances of hardship had been placed before the 
House. He therefore suggested another year’s 
experience of the working of the section, and if 
hardships could be shown the House would take 
into consideration any modification that might be 
proved to be necessary. On this understanding the 


- new clause was withdrawn. 


The other fight in Committee was at the 
instance of the London Chamber of Commerce, and 
dealt with the bona fide agents in the United 
Kingdom of foreign firms, who are charged as 
resident persons with the income tax of the non- 
residents for whom they act. It was pointed out 
by Sir Laming Worthington-Evans, Mr. Thomas 

eens and other members that the taxation of these 
general agents of Dominion and foreign principals is 
contrary to the intention of the Finance (No. 2) 
Act, 1915, as expressed by Mr. McKenna, when as 
Chancellor of the Exchequer he introduced the 
provisions with respect to the charge of income tax 
on non-residents. 


This is not the place to argue the evils arising to 
British trade from the imposition of taxation on 
general agents for the profits of foreign principles, 
but the House took a serious view of the matter and 
on a division 156 members went into the Lobby in 
support of the amendment put forward to meet the 
agents’ difficulties. The discussion came up again 
on the Report stage when the struggle was renewed 
without success, although there is some small hope 
of an amelioration of the hardships from which the 
agents suffer, by administrative action on the part 
of the Government. It is interesting to note that 
Sir Charles Wilson was successful in inducing 
the Chancellor of the Exchequer to accept an 
amendment in regard to ‘‘ black beer,’’ upon which 
we have obtained Mr. Punch’s view, as illustrated 
in another column. 


In his address at the annual meeting of the 
Society in May last the President, Mr. George 
Stanhope Pitt, referred to a Bill which had been 
introduced into the legislature of the State of New 
York for the regulation of the accountancy profession, 
which he regarded as of a restrictive character and 
detrimental to the position of British accountants 
having professional business in that State. We 
understand that the Governor of New York has 
vetoed the Bill, as in his opinion the present law 
relating to Certified Public Accountants gave ample 
protection to the profession and to the public. We 
gather that the American Institute of Accountants 
has expressed no opinion on the matter, regarding it 
as one of primary importance to the accountants of 
New York. 


The Journal of Accountancy (New York) points out 
that the first important gathering of the accounting 


profession in the United States occurred at the time 
of the Worlds Fair in St: Louis in 1904, when 
accountants from all parts of the country and many 
from the British Isles and Canada attended. Out of 
that first Congress grew the rejuvenated American 
Association of Public Accountants. It was a meeting 
of the utmost importance to the entire profession, 
and its effects are being felt even to this day. Now 
in the twentieth year after the Congress, when 
accountancy has grown to be one of the great 
professions, and when its members have increased 
far beyond the expectation of the pioneers, the 
American Institute of Accountants is to go back to 
St. Louis to hold its annual meeting. Preparations 
have been made for calling together all those now 
surviving who were present at the meeting of 1904, 
and invitations have been sent to the leading 
foreign societies to send representatives to meet 
again with the accountants of the United States. 
We are glad to say that the Council of the Society 
has accepted the invitation of the American Institute 
of Accountants, and has requested Mr. A. A. Garrett, 
the Secretary, to represent the Society at the 
Congress. Sir James Martin, who was present at 
the 1904 meeting, is, greatly to his regret, precluded 
by his engagements from accepting a special invitation 
which the American Institute of Accountants has 
been good enough to send him. 


In another column we publish a memorandum 
issued by the Air Ministry with regard to a new 
scheme of entry for Accouiiaut Officers, Royal Air 
Force. We welcome this scheme as a recognition of 
the desirability of linking accounting methods in the 
fighting forces with the profession itself. The 
scheme appears to offer good prospects to young 
qualified -men of good experience and education. 
It is anticipated that vacancies will occur each year, 
and it will be noted that in October next 
appointment is to be made on probation of fifteen 
officers: applications for these appointments must 
be submitted before August 31st. The age of entry 
is from 22 to 26. Candidates must have had 
definite accountancy experience and be prepared to 
submit themselves for an interview and competitive 
examinations in (1) English and general knowledge 
and (2) professional knowledge. After appointment 
and upon receiving their commissions, Accountant 
Officers will take the rank and designation of officers 
of the Royal Air Force. The rates of pay at the 
present time are made up of basic pay and 
allowances, which when consolidated amount to, in 
the case of pilot officers, the lowest rank, (single) 


£404 10s., (married) £419 15s., and for wing 


commanders, the highest rank for which provision 
is at present made, (single) £789 6s. 3d., (married) 
£812 2s. 6d. 


An interesting decision on the question of 
allowance for travelling expenses for income tax 
purposes was given by Mr. Justice Rowlatt last month 
in the case of Ricketts v. Colquhoun. A barrister 
practising in London obtained the appointment of 
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Recorder of Portsmouth, and had to incur expenses 
for travelling in order to carry out his duties. He 
claimed to have these expenses allowed as a 
deduction, but the Court decided that travelling and 
hotel expenses were not necessarily incurred in the 
performance of the duties of the office, as the 
appellant was not obliged by law to live or to 
practise in London. This seems a rather strange 


decision, as the appellant was no doubt taxed upon. 


his London income as a barrister as well as the 
income derived from his Portsmouth appointment, 
and it is not easy to see how he could carry on his 
practice in London and his official duties at 
Portsmouth without travelling between the two 
places. . 


An important point relating to income from 
foreign possessions was decided in the case of 
Whelan (Inspector of Taxes) v. Captain Henning. 
The question before the Court was whether tlie 
liability to assessment depended on the possession of 
the foreign investment or on the receipt of some 
profit therefrom in the year of assessment. It will 
be remembered that in Brown v. The National 
Provident Institution the House of Lords decided 
that foreign income from stocks and shares could 
only be assessed if there was a source of income in 
the year of assessment. In the case under review 
the shares were still held but there was no income 
from them, and the Crown contended that so long as 
the shares had not been disposed of the source of 
income remained, whereas it was claimed on behalf 
of Captain Henning that as there was no income in 
the year of assessment there was nothing to which 
to apply the measures of an average of previous years. 


In deciding against the Crown, Mr. Justice 
Rowlatt said that in his view the House of Lords’ 
decision above referred to had declared that liability 
depended on the existence, not of sources apart from 
profits, but of profits which were merely classified 
for assessment according to the sources named in 
the schedules. In support of this he quoted the 
words of Lord Haldane that ‘‘ the tax is intended as 
a matter of basic principle to be on profits and gains 
forming income in the year of assessment though 
not measured by the income of that year,” and again 
“the tax is only imposed where there are profits and 
gains arising within the year of assessment.” He 
also quoted the words of Lord Atkinson in the same 
case, who, in speaking of the measure to be observed, 
said it was ‘‘a measure to be applied not to a 
vacuum or to a non-existing thing, but to an existing 
thing, viz, the amount of profits and gains actually 
arising or accruing to a taxpayer within the year of 
assessment.” 


The concluding paragraph of his Lordship's 
judgment is very significant, as it shows that he had 
something else in his mind as to the effect of the 
House of Lords’ decision in Brown v. The National 
Provident Institution. His words were— 


*Pausing here, I recall that it was most 
strenuously contended by the Attorney-General 
before me in the present case that it was 
impossible that in the case of traders the liability 
to assessment in the course of the year, and the 
obligation to make a return at the beginning, 
could depend upon the existence of profits in that 
year. But it seems to me that Lord Atkinson 
expressly says that it does.” 


This, we think, can only mean that his Lordship 
holds the view that the decision of the House of 
Lords, referred to, went beyond the question of 
foreign income and applied equally to an ordinary 
trading undertaking. We do not suppose that this 
view will ever be allowed to prevail, but it clearly 
indicates that in the Judge’s mind the House of 
Lords went further than they realised. 


Where undistributed profits were ‘capitalised ”’ 
by the issue of debentures it was held, in the case of 
The Commissioners of Inland Revenue v. Fisher's 
Ezecutors, that these profits were nevertheless liable 
to super tax as there had been no increase in 
the company’s capitel, and the debenture stock was 
income of the recipient for super tax purposes. 


The will of a testator, after providing for the 
disposal of certain income of the estate for 
maintenance and education of children, directed the 
trustees ‘‘ to accumulate by investments pursuant to 
the trust for investments hereinbefore contained the 
unapplied surplus, if any, of such income,” and 
further declared that ‘‘the accumulations thereof 

shall be added to the property or share 
whence the same shall have arisen.”” Part of the 
income was accumulated by the trustees during 
the minority of the testator’s children, and the 
Crown claimed that this income was liable to 
assessment for super tax on the ground that as the 
interest of the minors under the will was a vested 
interest the minors were assessable to super tax on 
the income arising therefrom. The Court held that 
the income accumulated for the benefit of the 
minors was not income for super tax purposes. 
Although it arose from property in which the minors 
had a vested interest it would ultimately come to 
them not as income but as capital. The case was 
The Commissioners of Inland Revenue v. Blackwell. 


The High Commissioner for India has been 
authorised by the Indian Government to announce 
that as from June Ist last persons resident in the 
United Kingdom (other than temporary residents) 
may obtain in this country any refunds to which 
they are entitled from Indian Revenues owing to 
Indian income tax having been recovered at higher 
rates than those applicable to their incomes. The 
necessary forms will be supplied and applications 
considered by the Accounts Department of the High 
Commissioner for India, 42, Grosvenor Gardens, 
London, 8.W. : 
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4 ? 4 * list 4 _upon the auditors, who would not be excused for total 
Anditors Buties and Liabilities. | eudion to comply with any of the requirements 
_of the section, or for any consequences of deliberate 
it : : _ | or recklessly indifferent failure to make inquiries or 
Tue decision of Mr. Justice Romer in the City ask for iahemation upon matters which call for 

Equitable case, dismissing the claim against the fyrther explanation. 
auditors, has been affirmed on appeal without calling The liability of auditors is measured by what 
on counsel for the auditors. Because their counsel | ought to have been done by a reasonable man. of 
were not heard, the Court did not make a definite competent skill and diligence. The circumstances 
pronouncement on the finding that there had been ‘of each case must be taken into account, regard 
negligence in fact, but the whole trend of the three being had to the fact that an auditor is a verifier, 
judgments leads to the inference that the Court were not a detective. The Court that is called upon to 
not satisfied that negligence had been established. decide questions of such liability must consider, in 
The decision was arrived at on the assumption the words of the Master of the Rolls, “‘ what was the 
that the finding was right, and, as even then the problem presented to the auditors, and what was 
liquidator could not succeed, it became unnecessary the knowledge that was available to them at the 


to consider the question whether the Judge's finding 
was right. 

The judgments of the Court of Appeal have made 
several points clear. In the first place, all the 
Judges were firm that sect. 215 of the Companies 
(Consolidation) Act, 1908, was merely a procedure 
section; that is, that the summary procedure thereby 
authorised must be based upon a liability apart from 
the section, which itself creates no new or additional 
liability. The test is: Could an action succeed ? 
If it could not, it is impossible to render a defendant 
liable merely by proceeding under sect. 215 instead 
of by an action. 

The next point is that the measure of the auditors’ 
responsibility depends upon the terms 
engagement. ‘There may be a special contract 
defining the duties and liabilities of the auditors. 
If there is-—but it would be unlikely to be so—then 
that contract governs the question. The articles, 
however, will be looked at if there is no special 
agreement, because the auditors will presumably 
have taken their duties upon the terms (among 
others) set out in the articles. This is not to say 
that auditors can set aside a statutory obligation. 
No agreement or article of association can remove 
an imperative statutory duty. 

Thirdly, it is settled that sect. 113 does not lay 
down a rigid code. Certainly the section requires 


the auditors to do certain things, and it is impossible — 
/may an auditor be satisfied when securities are in 


to conceive circumstances which would excuse the 


auditors, e.g., if they wholly failed todo them. The. 
duty however is not absolute, but depends upon the 
information given and explanations furnished to— 
them, so that there is abundant scope for the LEquitable Company, with considerable investments 
Discretion implies that there - 
is more than one course open, and therefore there 
judgment, and, as the Master of the Rolls pointed 


out, this imposes upon him a much _ heavier 


exercise of discretion. 


can be legitimate criticism based on the fact that 
some course other than that adopted was not 
followed. It is in reference to these circumstances 


of his, 


time.”’ In the City Equitable case, even after the 
disaster, an enormous amount of investigation, both 
accountancy and other, was necessary in order to 
ascertain what really were the facts, and the Court 
was surprised by that fact, for the auditors could 
not possibly have known or suspected the truth. 

Lastly, upon the vexed question of certificates. It 
is satisfactory to note that the Court of Appeal has 
definitely rejected the idea that the rules governing 
trustees govern commercial concerns. ‘‘ Proper 
custody ” has a very defined and restricted meaning 
where trusts are concerned, and rightly so, but to 
extend that meaning to govern business operations 
would be to throw an intolerable burden upon the 
business community. 

The rule which is in process of evolution, if 
indeed it is not actually established by the City 
Equitable decision, is that auditors should not be 
content with a certificate that securities are in the 
possession of a particular company, firm or person 
unless that company, &c., is trustworthy, or, as it is 
sometimes put, respectable, and, further, is one that 
in the ordinary course of business keeps securities 
for its customers. The Master of the Rolls said 
that primd facie it is right to accept such a 
certificate from a bank that is trustworthy. It may 
be respectfully suggested that a better expression 
is “a bank of standing.” He added that it would 
be going too far to say that under no circumstances 


the possession of a stockbroker, for the reason that 
in the ordinary course of business it will be found 
necessary for an institution such as the City 
to sell and to make, to leave securities in the 
stockbroker’s hands. The auditor must use his 


responsibility than the rule, unsuccessfully contended 


that an article, such as Article 150, which excuses for by the appellants, that a certificate may be- 


liability except in the case of wilful misconduct, | accepted from a respectable bank but from no other 
comes into play. It is not in conflict with the outside concern. It will be noticed that the auditor 
section, and, indeed, as was pointed out, is really still appears to be expected to question in certain 
to the advantage of shareholders, for thereby | cases the propriety of the directors’ action in 


capable and upright men will not be deterred from 
undertaking duties which otherwise they would 
refuse if by reason of a slip or error of judgment 
they ta | incur the same liability as those who 


are incompetent or worse. Of course the onus lies 


placing the company's securities in other hands. 
Mr. Justice Romer expressed views which might have 
led to hardship, but, as, whatever the true principle 
of law, the present decision does not contemplate 
any liability on the auditor where the certificate is 
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given by a house of standing having the custody of 
documents for others as a part of its duty, no 
reasonable man could justly object even if the 
theoretical basis be not altogether sound. 

There, for the present, the matter rests. It is 
satisfactory to find that the rule of due diligence 
has not been cut down, so that a reasonable man 
of skill and diligence can be assured of immunity 
if he uses proper skill and judgment, which is, after 
all, everything that the shareholders ought in reason 
and fairness to expect. 


Ghe Debenture’s Insecurity. 


ProressionaL men know well the expressions of 
disagreement which a few years ago would have 
greeted an assertion to the effect that the debenture 
might ultimately rank as an investment of very 
doubtful security. Such a statement would have 
been deemed iconoclastic and a reflection upon the 
sentiment which brought the debenture into favour 
and maintained its integrity for so many years. 
To make such a statement after the experiences of 
debenture and note holders during the past year 
would earn an expression of concurrence from a large 
section of the investing public. The insecurity of the 
debenture is becoming more and more pronounced, 
and it behoves the accountancy profession to devote 
some attention to the safeguarding of the debenture 
holder’s interests. This must not be taken to mean 
that the accountant must constitute himself the 
officer of the debenture holders and combine the 
duty with that of auditor. It means that he must, 
professionally, examine the question carefully and 
add his observations and suggestions to those which 
are now springing from all quarters—informed and 
otherwise. The manner in which the debenture 
has come to be regarded as an integral part of 
company finance is remarkable. The word was not 
mentioned in the first main Companies Act, that of 
1862. It occurs many times in the Acts subsequent 
to 1890, but none of them provides us with a 
definition. Its uses and nature were generally known 
in connections other than company finance, and its 
adoption by the framers of company terminology 
seems to have arisen from its association by the 
general public with joint stock trading as soon as 
that medium of investment had become recognised. 
We are obliged, therefore, to draw our definitions 
almost exclusively from case law, and to take the 
dictum of Lord Justice Bowen, in the case of 
English and Scottish Trust v. Brunton (1892), upon 
the classes into which debentures are broadly divided. 
The rise of the mortgage debenture to the position 
of the most secure form of investment in joint 
stock enterprise was gradual and was attributable, 
to some extent, to its priority over creditors as to 
interest and capital and to the charge it gave over 
the borrowing company’s property. Neither of these 
factors can be said to be wholly responsible for the 
widespread adoption of this method of financing 
companies. The real reason may be found by 


comparing the case of the individual trader with 
the company. The former may raise money by 
giving a specific mortgage over his house or business 
premises, but if he wishes to pledge his floating 
assets he is unable to have recourse to any form 
of borrowing less obnoxious than a bill of sale. 
If he resorts to that method, then he is scarcely able 
to regard any portion of his business as his own. 
The company, however, can create a mortgage just 
as the individual can, but it can also grant a floating 
charge and then carry on its business without 
inconvenience or hindrance. It ‘tis undoubtedly this 
factor which accounts for the prominence of the 
debenture in company finance. Accustomed as 
the business world is to the floating debenture, 
there is always a tendency to overlook this favoured 
position of the company and to forget that it needed 
the decision in the Panama, New Zealand and 
Australian Mail Company case of 1870 to establish 
the distinction. The imposition of closer control 
which was obviously demanded by this favoured 
distinction, found expression in the appointment 
of trustees, whose duties consisted of the general 
safeguarding of the debenture holders’ interests 
which might easily become imperilled as the result 
of the company’s greater freedom. There were 
other factors, of course, such as the registration of 
certain charges at Somerset House and the granting 


to debenture holders the right to receive copies of. 


the annual accounts whenever that right was held 
by the ordinary shareholders. Sect. 98 of the 
Companies (Consolidation) Act, 1908, however, only 
requires the registration of six classes of charge, and 
does not include the registration of charges secured 
by shares, or by the deposit of acceptances and 
similar securities. The right of debenture holders 
to receive accounts is also limited, and does not 
apply to any company registered before July Ist, 1908. 
The trust deed and the appointment of trustees 
therefore remain as the principle medium of control 
demanded by the freedom granted to the borrowing 
company. 

Until recently the appointment of trustees appears 
to have been deemed sufficient, but it is doubtful 
whether this appointment has added to the security 
in any material way. Circumstances seem to show 
that the due payment of debenture interest has been 
a regular feature of company administration on 
account of the fear of loss of goodwill which would 
arise from delay or default. The past few years 
have provided the real test of the control of the 
trust deed. They seem to indicate that the danger 
attending the security of the debenture increases 
with the popularity of this method of raising capital, 
and that control by trustees is not only inelastic but 
is also incapable of becoming strengthened as the 
freedom of the borrowing company becomes wider. 

It must be remembered that it was by no means 
uncommon to appoint directors of the borrowing 
company as trustees under trust deeds. This fact 
demonstrates that the office—and consequently its 
work—was always regarded as little more than 
nominal. When the deed gave a fixed charge 
over sufficient of the fixed assets to secure the 
debenture holders’ money in any consequent 
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liquidation, the lenders had little cause for fear. 
The interest upon their loans was always forthcoming 
until the company was in extremis. The office of 
trustee could be, and was, regarded as a sinecure 
with no specific duty attaching to it beyond the 
drawing of the trustee fees. 

During the past few years the changes have been 
momentous. When the deed has contained a fixed 
charge it has often been granted over tangible 
assets purchased at boom prices or at prices which 
bear no relation to the amounts the assets realise in 
times of stress and liquidation. The transition 
from the era of large profit making to that of 
trading under great difficulties has been so sudden 
that the peculiar freedom of the company which has 
given a floating charge over its assets has called for 
the closest control. The need for this control has 
not been recognised in the manner the circumstances 
demand. There has been no effort to cope with the 
different classes of security which have been offered, 
or to offset the danger underlying the change in the 
nature of assets charged. This change may be 
traced to the increase in the method of trading 
through subsidiary companies and partly to the 
recent custom of raising of money upon shares and 
similar assets which are exempted from many of the 
provisions in the Companies Acts regarding the 
rights of debenture holders. The custom of trading 


through subsidiaries paved the way for freeing the- 


principal assets by allowing them to remain with 
the associated companies. It rendered possible the 
exchange of those assets to which the lenders might 
have had recourse, for shares or similar interests 
in the associated companies of more or less 
problematical value. The method of granting a 
floating charge and raising money upon assets which 
consist of investments has had the effect of rendering 
the debenture holders’ security subject to the violent 
fluctuations which often occur in this class of asset 
and which cannot be prevented by the borrowing 
company or by the trustees. ‘The most unsatisfactory 
feature lies in the fact that trustees as a body have 
not realised the added responsibility and gravity of 
their duty. In one case in which the debenture 
holders suddenly found themselves with no security 
against which they could proceed beyond second 
preference shares in a subsidiary which had received 
the tangible assets and disposed of them in the 
course of trading, the excuse was made that the 
change had been made without the consent of 
the trustees. The excuse was apparently accepted 
with little demur. It did not lead to vigorous 
inquiry into the reasons for this weakness in the 
position of the trustees, and little was done to 
ensure that a similar situation should not arise in 
other cases. 

It is obvious that a change in the whole system of 
debenture finance must be brought about, particularly 
in the system of control over the borrowers. The 
control must be rendered stricter as the freedom of 
the borrowing company becomes greater. It must 
provide a means for safeguarding the lender when 
the security is of an intangible nature or of a nature 
which renders it liable to fluctuations beyond the 
immediate power of the directors. Whether the 


trustee system is satisfactory under these new 
conditions in any shape or form is a matter which 
demands the attention of the profession. The 
accountant must consider the many alternatives 
which will naturally present themselves to him in 
the course of his practice. He must examine the 
proposals which are now being put forward for 
the abolition of the nominal trusteeship and the 
substitution of a permanent office filled by a 
whole-time servant of the debenture holders. He 
must examine the proposals for the alteration of 
statute law on the matter of registration of changes, 
the provisions for allowing debenture holders to 
attend a meeting and to vote upon questions which 
affect their security. A real effort on the part of 
the profession should result in the formulation of a 
safe code of control to be substituted for the present 
unsatisfactory position which endangers the whole 
system of joint stock company borrowing. 


Society of Incorporated Accountants and 
Anditors. 


COUNCIL MEETING. 

A meeting of the Council was held in the Council 
Chamber, 50, Gresham Street, London, E.C., on Thursday, 
July 17th, when there were present:—Mr. G. 8. Pitt (London), 
President; Mr. J. W. Blackham (Birmingham), Mr. E. W. E. 
Blandford (London), Mr. D. E. Campbell (Wolverhampton), 
Mr. W. Claridge, M.A., J.P. (Bradford), Mr. Arthur Collins 
(London), Mr. J. M. Fells, C.B.E. (London), Lieut.-Colonel 
James Grimwood, C.B., D.S.0. (London), Sir James Martin, 
J.P. (London), Mr. Henry Morgan (London), Mr. C. Hewetson 
Nelson, J.P. (Liverpool), Mr. James Paterson (Greenock), 
Mr. A. E. Piggott (Manchester), Mr. G. E. Pike (London), 
Mr. Alan Standing (Liverpool), Mr. Percy Toothill (sheflield), 
Mr. F. Walmsley, J.P. (Manchester), Mr. W. T. Walton, J.P. 
(West Hartlepool), Mr. F. Ogden Whiteley, O.B.E. (Bradford), 
Mr. E. Whittaker, J.P. (Southampton), Mr. W. McIntosh 
Whyte (London), Sir Charles Wilson, M.P., LL.D. (Leeds), 
Mr. A. E. Woodington (London), and Mr. A. A. Garrett, 
B.Sc., Secretary. 7 


DeatH or THE Vice-PRESIDENT. 

At the commencement of the proceedings the President 
formally intimated to the Council the death of the Vice- 
President, Major Gwilym Arnold Evans, which took place on 
July 9th. The President voiced the deep regret of the Council 
and a vote of condolence with the relatives of the late Major 
Evans was adopted by the members rising in their seats. 

Apologies for non-attendance were received from Mr. A. E. 
Green (London), Mr. Richard Smith (Newcast!e-on-Tyne), 
and Mr. A. H. Walkey (Dublin). 

The minutes of the respective Committees were adopted. 


Exection or Vice-PRestpENt. 

The Council unanimously elected as Vice-President of the 
Society Mr. Thomas Keens, M.P., of Luton, Bedford and 
London, on the motion of Sir Charles Wilson, M.P., seconded 
by Mr. E. Whittaker. 


CommirTee on Nationat Dest anp TAxaTION. 

It was reported that an invitation had been received by the 
Society to submit jointly with the Institute of Chartered 
Accountants and the Scottish Chartered Accountants evidence 
in relation to the National Debt and Taxation,‘and also that 
the President had been requested to submit the evidence on 
behalf of the Society. 


Society’s HEapQuaRTERS. 
The Council appointed a special Committee to consider the 
provision of suitable headquarters for the Society. 
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New Memper or Counctn. 

Upon the motion of Mr. F. Ogden Whiteley, seconded by 
Sir James Martin, it was resolved unanimously that the 
vacancy on the Council caused by the resignation of Mr. J. H. 
Bailey (Blackburn) should be filled by the appointment of 
Mr. William Bateson (Blackpoo)). 


AmeERIcAN InstirutE or ACCOUNTANTS. 

It was reported that an invitation had been received from 
the American Institute of Accountants for the Society to be 
represented at the twentieth anniversary of the First Congress 
of American Accountants, held in St. Louis in 1904, to take 
place in September next. It was resolved that the invitation 
be accepted, and that the Secretary be nominated to represent 
the Society. 


Certiriep Pusiic Accountants, State or New York. 
It was reported that the Governor of the State had vetoed 
the Bill introduced into the State Legislature for regulating 
the accountancy profession. 


CaRuIsLE INcoRPoRATED AccouNnTANTS’ StupeENts’ Society. 
The draft rules of this Society were received and approved. 


Avutumnat ConFERENCE. 

The Council adopted the programme of arrangements for 
the Conference to be held in Leeds and Bradford on 
October Ist to 4th. 

A large number of new members were elected and other 
important business was transacted. 


Society of Incorporated Accountants and 
Auditors. 


CONFERENCE OF INCORPORATED 
ACCOUNTANTS IN LEEDS AND BRADFORD, 
OCTOBER ist to OCTOBER 4th, 1924. 


An invitation has been extended to the Council of the Society 
by the Yorkshire members of the Society to hold the Autumnal 
Conference of Incorporated Accountants in Leeds and Bradford 
on the above dates. The following programme has been 
arranged :— 


WEDNESDAY, OCTOBER ist. At Leeds. 


10.30 a.m. 


2.30 p.m. 


for 


FRIDAY, OCTCBER 3rd. 


10.15 a.m. 


12.30 p.m. 


3.45 p.m. 
4.45 p.m. 
5.15 p.m. 


7 p.m. 
7.30 p.m. 


At Bradford. 
(Morning and Afternoon.) 


Members will leave Leeds (Wellington Station) 
by London Midland and Scottish Railway for 
Bradford. 


Official Welcome by the Right Hon. The Lord 
Mayor of Bradford (Alderman H. M. Trotter) 
in the Council Chamber, Town Hall, Bradford. 


Paper by Mr. Henry Morgan, F.S.A.A. 
(Member of the Council), on ‘* The Verifica- 
tion of Assets.’’ 


Luncheon at the Midland Hotel, by 
invitation of the President and members of 
the Bradford District Society. 


Afternoon Reception at the Cartwright 
Memorial Hall, Lister Park, by the 
Right Hon. The Lord Mayor of Bradford 
(Alderman H. M. Trotter) and the Lady 
Mayoress. (The Hall contains the Municipal 
Art Gallery, erected in memory of Dr. Edmund 
Cartwright,whose inventions have done somuch 
for the development of the city. The Hall was 
presented by the late Right Hon. Lord Masham, 
and opened in 1904.) 

Members will leave Forster Square (which is 
outside the Midland Hotel) by special tramcars 
at 2.30 p.m., and proceed to the Princes 
Entrance to Lister Park. The Lord Mayor 
and Lady Mayoress will receive members 
immediately on arrival, and afterwards they 
will be free to see the Art Gallery, 
and Park. 


Afternoon Tea. 


Members will return to Forster Square Station, 
Bradford, by special tram, leaving Lister Park, 
Princes Entrance. 


Leave Bradford by London Midland and Scottish 
Railway special train for Leeds. 


Reception and Dance at Town Hall, Leed 
by kind invitation of the Right Hon. The Lo 
Mayor and Lady Mayoress of Leeds. 

SATURDAY, OCTOBER 4th. 


Visit to Wharfedale. 


7.30 p.m. Reception by the Presidents and Committees 
to of the Yorkshire and Bradford District Societies 
10.30 p.m. at Queen’s Hotel, Leeds. Music and Dancing. 


Afternoon. 
2 =p.m. 


3.30 p-m. 
4 p.m. 
6 p.m. 


for 


6.30 p.m. 


THURSDAY, OCTOBER 2nd. 


Opening of the Conference at the Municipal 
Art Gallery, Calverley Street, by the Right Hon. 
The Lord Mayor of Leeds (Sir Edwin Airey). 

Presidential Address by Mr. George Stanhope 
Pitt, F.S.A.A. 

Paper by Mr. C. Hewetson Nelson, F.S.A.A., 
Past President, The Society of Incorporated 
Accountants and Auditors, on ‘** The Ac- 
countant and Public Life.” 

Discussion. 


Visit to Templenewsam. 


Members will leave the City Square by special 
tramcars. 


Afternoon Tea. 
Return from Templenewsam. 


Dinner of Society at Victoria Hall, Town 
Hall, Leeds, by kind permission of the City 
Corporation. The Right Hon. The Lord Mayor 


{ Leave City Square, Leeds, by motor coach. 
* | Leave Bank Street Motor Park, Bradford. 


ll am bee as Hall, Otley, and view of Paintings 
by J. W. M. Turner, by kind permission of 
Major F. H. Fawkes. 

11.30 a.m. Leave Farnley Hall for Bolton Abbey. 

1.15 p.m. Luncheon at the Devonshire Arms Hotel, 
Bolton Abbey. 

2.45 p.m. Continuation of Motor Coach Journey, via 
Blubberhouses Moor to Harrogate. 

4 p.m. Tea at The Prospect Hotel, Harrogate. 

p-m. Leave Harrogate by motor coach for Leeds 

and Bradford. 

6 pm { Arrive City Square, Leeds. 


l Arrive Motor Park, Bank Street, Bradford. 


Members may invite ladies to the Banquet and to the 
other social functions of the Conference. 

It is requested that applications for tickets be forwarded 
not later than Tuesday, September 16th, to the Secretary 
of the Society of Incorporated Accountants and Auditors, 


(Sir Edwin Airey) will be present. 


50, Gresham Street, London, E.C. 
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Society of Incorporated Accountants and 
Auditors. 


MEMBERSHIP. 
The following additions to, and promotion in, the Membership 
of the Society have been completed since our last issue :— 


ASSOCIATES TO FELLOWS. 

Arxinson, Tom (Waters & Atkinson), 2a, Euston Road, 
Morecambe, Practising Accountant. 

Bensow, Leonarp (Benbow & Airs), 2a, Sheep Street, 
Northampton, Practising Accountant. 

Berry, Georce Harry Mason, 62, High Street, Winchester, 
Practising Accountant. 

Boory, Hupert Ernest (A. C. Roberts, Wright & Co.), 
9/10, Pancras Lane, Queen Street, London, E.C., 
Practising Accountant. 

CrircHiey, ALEXANDER, 50, Sir Thomas Street, Liverpool, 
Practising Accountant. 

Davar, Maneck Arpesuir, M.A., LL.B. (S. B. Billimoria 
and Co.), 113, Esplanade Road, Fort, Bombay, Practising 
Accountant. 

Davar, Navroz Arpresoir, M.A. (Gharda, Davar & Co.), 
Century Building, 321, Hornby Road, Fort, Bombay, 
Practising Accountant. 

Draper, Joun, 67/70, Swan Arcade, Charles Street, Bradford, 
Practising Accountant. 

Eaves, Artuur Tyupestey, A.C.A. (Harry L. Price & Co.), 
15, Fountain Street, Manchester, Practising Accountant. 

Fox, Witrrep Harcourr (Kilby & Fox), Drury Chambers, 
Market Square, Northampton, Practising Accountant. 

Guarpa, Bursor Pestonst (Gharda, Davar & Co.), Century 
Building, 321, Hornby Road, Fort, Bombay, Practising 
Accountant. , 

Grove, Water, 36, Paradise Street, Birmingham, Practising 
Accountant. 

Haynes, Frank (Frank Haynes & Co.), The Hollins, 16, New 
Street, Leicester, Practising Accountant. 

Hixpitcu, Ropert, West Africa House, 25, Water Street, 
Liverpool, Practising Accountant. 

Houiinepate, Epwarp Septimus (Francis, Williams and 
Hollingdale), 15/17, Pembroke Buildings, Swansea, 
Practising Accountant. , 

Hotmes, Wriu1am Henry, County Accountant of Nottingham- 
shire, Shire Hall, Nottingham. 

Hont, Joun, County Accountant, County Offices, Derby. 

Kerns, ArncuipaLp Tuomas (Keens, Shay, Keens & Co.), Bilbao 
House, New Broad Street, London, E.C., Practising 
Accountant. 

Kemp, Joun Henry (Kemp & Jones), State Insurance Buildings, 
14, Dale Street, Liverpool, Practising Accountant. 

Leacu, Frep Prizstixy, Oxford Chambers, 6, St. Stephen 
Street, Bristol, Practising Accountant. 

Lean, Horace Baxter, 9, Warren Street, Stockport, Practising 
Accountant. 

LonspaLe, Francis Ricuarp, 4, Dutton Street, Accrington, 
Practising Accountant. 

Lucas, James, 26, Birley Street, Blackpool, Practising 
Accountant. 

Martin, Georce Ernest, Borough Accountant of Poplar, 
136, High Street, Poplar, London, E. 

Meakin, Georce Hearey, Borough Treasurer and Accountant 
to the Metropolitan Borough of Islington, Town Hall, 
Upper Street, Islington, London, N 

Miuis, Epwarp (Lucien J. Brown, Mills & Henney), Friars 
Chambers. Dock Street, Newport, Mon., Practising 

_ Accountant. 

Nasu, Arruur Ciirron, Swan Chambers, Copthall Avenue, 

London, E.C., Practising Accountant. 


NiGHTINGALE, Frepertck GrorcE (Pearson, Nightingale & Co.), 
52, Queen Street, Wolverhampton, Practising Accountant. 

Owen, Epwarp Sir, Treasurer and Accountant to the 
Bangor Corporation, Town Hall, Bangor. 

Owers, Frank Howarp, Accountant to Essex County Council, 
Council Offices, Duke Street, Chelmsford. 

Perrie, Giisert, 55, African Chambers, 19, Old Hall Street, 
Liverpool, Practising Accountant. 

Piummer, Witreip THomas (Mitchell & Plummer), Guildford 
Chambers, 56, Cheapside, Luton, Practising Accountant. 

PowpircH, Joun Rosert, 525, Bank Chambers, 329, Holborn, 
London, W.C., Practising Accountant. 

Rarnsrrp, Wiii1am Aurrep (Cooper, Scott & Co.), Capel 
House, 54, New Broad Street, London, E.C., Practising 
Accountant. ; 

Roserts, Joun, Queen’s Chambers, 5, John Dalton Street, 
Manchester, Practising Accountant. 

Rostxson, Josern, 5, Lisle Street, London, W.C., Practising 
Accountant. 

Se.iers, Doveras Leonarp, 27, Portland Street, Southampton, 
Practising Accountant. 

Semper, Cecm, 15, Lord Street, Liverpool, Practising 
Accountant. 

Sire, Winu1am (W. Smith & Co.), 66, Mark Lane, London, 
E.C., Practising Accountant. 

Sparrow, George Warren (Sparrow, Holmes & Co.), 13-16, 
Corridor Chambers, Leicester, Practising Accountant. 
Srezep, Cuartes Bensamin, 3, St. Stephen Street, Bristol, 

Practising Accountant. 

Turnsutt, Ricuarp Frank, F.C.A. (Crew, Turnbull & Co.), 
4, Dove Court, Old Jewry, London, E.C., Practising 
Accountant. 

Waretnc, Joun, 11, Chapel Street, Preston, Practising 
Accountant. 

Weuts, Cuartes Henry, Independent Buildings, 21, Fargate, 
Sheffield, Practising Accountant. 

Woop, Tomas (Walton & Wood), Victoria Square, St. Helens, 
Lancs, Practising Accountant. 


ASSOCIATES. 

Apiin, Winttam Henry Hit, Clerk to W. W. Beer, 17, Bedford 
Circus, Exeter. 

Aston. Ceci Ernest, Clerk to F. Woolley, 6, Portland 
Street, Southampton. 

Baaetrey, Groree, Clerk to Hodgson, Harris & Co., Bank 
Chambers, Parliament Street, Hull. 

BakeweE tu, Henry Arruvn, H.M. Registry of Friendly Societies, 
17, North Audley Street, London, W. 

Barney, Cuartes Henry, Clerk to Hugh Macrae & Co., 
103, Kingsway House, Kingsway, London, W.C. 

Basu, Guruconinpa, B.A., Clerk to Tarmaster & Co., 11, Kyd 
Street, Calcutta. 

Beck, Josern Davin, Clerk to Warriner, Major & Co., Bank 
Chambers, Temple Row, Birmingham. 

Brepwe.ui, Norman Sripney Wii, Clerk to Fuller, Wise, 
Fisher & Co., Bassishaw House, Basinghall Street, 
London, E.C. 

Bez, Wiuu1aM, Clerk to Spence, Paynter & Morris, 6, Wardrobe 
Place, Doctors’ Commons, London, E.C. 

Best, Cuares Vicror, Clerk to Lawrence & Hann, Cross Keys 
House, 56, Moorgate, London, E.C. 

BripGetanp, Francis Reoinaup, Clerk to Mannington and 
Hubbard, 41, Havelock Road, Hastings. 

Brown, Harry Booru, Clerk to T. Booth Brown, 63, Deansgate 
Arcade, Manchester. 

Brown, Lionen Pore, Borough Treasurer’s Department, 
Metropolitan Borough of Islington, Town Hall, Upper 
Street, London, N. 

Bussett, Harotp Hecror, Clerk to Curtis, Jenkins, 
Cornwell & Co., 44, Corn Street, Bristol. 

Cuatmers, Frepertc Lockuart, Clerk to Astbury, Farnell, 
Mitcheson & Miller, 42, Spring Gardens, Manchester. 

CueeTHaM, Gerorce Tayior, Clerk to Litton, Pownall, 
Blakey & Higson, 42, Spring Gardens, Manchester. 
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Couey, Louisa Minnie, Clerk to Allan, Charlesworth & Co., 
4, Fenchurch Avenue, London, E.C 

Conquest, Joun Witi1am Georee, Clerk to de Paula, Turner, 
Lake & Co., 17, Coleman Street, London, E.C 

Cook, Vicror Fettx, Borough Treasurer’s Department, Town 
Hall, Bethnal Green, London, E. 

Cozens, Lestre Jack, Clerk to A. & E. Law, Kingscourt, 
Bridge Street, Walsall. 

Cross, Datsy, Clerk to Arnold Watson & Co., County Buildings, 
4, Cannon Street, Manchester. 

Davies, Gwitym Ewart, Accountant’s Department, Glamorgan 
County Council, County Hall, Cardiff. 

Davis, Bernarp Txomas, Clerk to A. J. Williams, 
Lathwood & Co., 77, Colmore Row, Birmingham. 
Drxon, Husert Norman, Clerk to Goldie, Campbell & Robins, 

30, Silver Street, Hull. 

Downes, Haroup, Clerk to A. & E. Law, Kingscourt, Bridge 
Street, Walsall. 

Exxis, Cectn Aurrep (A. W. Kenworthy & Co.), 120, Broadway, 
New York, Practising Accountant. 

Everitt, Epwarpv Carman, Assistant Accountant, Ministry 
of Labour, Queen Anne’s Chambers, Westminster, 
London, S.W. 

Fe.iows, Josep Hersert, Clerk to J. Dix Lewis, Casar & Co., 
Kennan’s House, Crown Court, Cheapside, London, E.C. 

GatiisH, Dovcras Arraur, Accountant's Department, 
Staffordshire County Council, County Buildings, Stafford. 

GerrarD, Roy, Clerk to G. A. Midgley, Prudential Buildings, 
Nelson Square, Bolton. 

Gower, Ricnarp Cyr, Borough Treasurer's Department, 
Town Hall, Eastbourne. 

Grauam, Haroun, City Treasurer's Office, Fisher Street,Carlisle. 

Green, Eric, Clerk to Prior & Palmer, Pelham House, Pelham 
Street, Nottingham. 

Green, Winu1am Cartes, Clerk to F. W. Stephens & Co., 
26-30, Salisbury House, London Wall, London, E.C. 
Guest, Joun, Clerk to James Boucher, Borough Treasurer, 

Town Hall, Wigan. 

Hatt, Frank, Clerk to Norman Hurtley, Atlas Chambers, 
King Street, Leeds. 

Hatsaui, Reamatp, H.M. Inspector of Taxes, 1, Cookridge 
Street, Leeds. 

Heasurp, Epwarpv Wriutam, Clerk to Ernest C. Hitchmough, 
2, South Mall, Cork. 

Jerreris, Cecrz, Clerk to T. G. Banks, 61 & 62, Chancery 
Lane, London, W.C. 

Kemp, Ernest Taomas, 27, London Road, Southampton, 
Practising Accountant. 

Kyeate, Harry Epwrn, Clerk to R. G. Shannon, St. George’s 
Chambers, Athol Street, Douglas, Isle of Man. 

Lacey, Horace Ernesr, Clerk to F. Roberts & Co., 15, 
Guildhall Road, Northampton. 

LarxinG, Roranp CHarces, A.C.A. (Larking & Larking), 
Commercial Chambers, Orford Place, Norwich, Practising 
Accountant. 

Lawman, Eric Jonn, National Insurance Audit Department, 
10, Stafford Street, Derby. 

Ler, Cuartes Lesiie, A.C.A. (E. T. Brown), Gresham 
Chambers, Lichfield Street, Wolverhampton, Pensticing 
Accountant. 

Lrrucow, Wii11am Giizert, Borough Treasurer's Department, 
Town Hall, Southport. 

Marre, Vicror Grorce, Borough Treasurer’s Department, 
Metropolitan Borough of Islington, Town Hall, Upper 
Street, London, N. 

Moorz, Samuen Henry, Clerk to Ernest C. Hitchmough, 
2, South Mall, Cork. 

Morris, Leste Seymour, Clerk to T. Turketine & Co., Mansion 
House Chambers, 11, Queen Victoria Street, London, E.C. 

Munro, Wiiu1am, Clerk to Arthur A. Reeves, Court Chambers, 
Town Hal! Square, Grimsby. 

Myers, Ernest, Borough Treasurer's Department, Town Hall, 
Dewsbury. 


Neuuist, Joun Haraer, Clerk to Alfred G. Deacon & Co., 
National Chambers, 4, Horsefair Street, Leicester. 

Payne, Harry Wiiwiam, Clerk to Middleton & Hawkins, 
Kingsbury House, King Street, St. James's, London, 8.W. 

Pepper, Wiit1am Arnoxp, A.C.A. (F. W. Stephens & Co.), 
26/30, Salisbury House, London Wall, London, E.C., 
Practising Accountant. 

Perkins, Grorce Oniver, Clerk to Arthur Haslam & Co., 
Kingscourt, Bridge Street, Walsall. 

Perrirr, Donatp Sypnry Turumt, Clerk to Bicker & Pettitt, 
Lloyds Bank Chambers, 45 & 47, Old Christchurch 
Road, Bournemouth. 

Pewsey, Horace Cecrt, Captain, Corps of Military Accountants, 
War Office, London, 8.W. 

Pruiine, Ricnarp, Borough Treasurer’s Department, Stubbylee 
Hall, Bacup. 

Prncupack, ALFrep Wiiu1m, Clerk to Evans, Fripp, Deed & Co., 
90, Cannon Street, London, E.C. 

Pratt, Harry Wriu1am, Clerk to John Gordon & Co., 7, Bond 
Place, Leeds. 

Price, Francis Gresnam, Clerk to Chantrey, Button & Co., 
61 & 62, Lincoln’s Inn Fields, London, W.C. 

Putsrorp, Epwix Georee, Clerk to Leslie D. Malpas, 52, Old 
Christchurch Road, Bournemouth. 

Quapiinc, ArTHuR James, Assistant Borough Treasurer, 
Municipal Offices, Gravesend. 

Ricuarps, Lesure, Clerk to J. Nutt & Son, 12, The Strand, Derby. 

Sayer, Victor Wiirrrp, Clerk to Francis Nicholls, White & Co., 
14, Old Jewry Chambers, London, E.C. 

Scnootar, Jonn Ropertrson, Clerk to Richard Ormond 
and Son, Union Chambers, 32, Grainger Street West, 
Newcastle-on-Tyne. 

Searte, Ernest Epwarp, Clerk to Falk, Keeping & Co., 
18 & 19, Ironmonger Lane, London, E.C. 

SuepHerpD, James Owen, Clerk to Louis Nicholas, 19, Castle 
Street, Liverpool. 

Suertrr, Stoney Hersert, H.M. —~a f of Friendly Societies, 
17, North Audley Street, London 

Sranrer, Lesuie, Clerk to E. T. Brown, Gresham Chambers, 
Lichfield Street, Wolverhampton. 

Sree., Wiiu1aM Monxnouse, Borough Treasurer’s Department, 
Town Hall, Workington. 

Srempriwce, Percy Giapstonr, Clerk to Archibald Brown, 
18, Waterloo Street, Birmingham. 

Srevens, Minnre Marearet, Clerk to Lawrence & Hann, 
Cross Keys House, 56, Moorgate, London, E.C. 

Srrruinc, Jonun, B.L., B.Com., Accounts Branch, Scottish 
Board of Health, Edinburgh. 

Srurmer, Erxest Henry, Accountant’s Department, Willesden 
Urban District Council, Town Hall, Kilburn, London, N.W. 

Symonps, Epwarp Ernest, Clerk to Oakley & Williams, 
118, Queen Victoria Street, London, E.C. 

THatcuer, ArtHurR, Borough Treasurer's Department, Town 
Hall, Wallasey. 

Tuomas, Henry Cuarues, Clerk to Blakemore, Elgar & Co., 
9, King’s Bench Walk, Femple, London, E.C. 

Tuurston, ALFRED GeorGE, Borough Treasurer's Department, 
County Borough of West Ham, Municipal Offices, 
The Grove, Stratford, London, E. 

TrenaMan, Sypney Ernest, Accountant-General’s Department, 
General Post Office, London, E.C. 

Trory, Grorce Wiiu1aM, Clerk to Hubbart, Durose & Pain, 
18, Low Pavement, Nottingham. 

Tuntiy, Norman Ropert, Clerk to Edward Sparks & Son, 
24, Grainger Street West, Newcastle-on-Tyne. 

TuarquanD, LEonARD WiiFRED Ervegst, Clerk to Turquand & Son, 
133, Moorgate, London, E.C. 

Wurre, Freperickx Groner, Clerk to Evans, Fripp, Deed & Co., 
90, Cannon Street, London, E.C. 

Wuirr, Henry Epwix, Clerk to Sissons, Bersey, Gain, 
Vincent & Co., 53, New Broad Street, London, E.C. 

Wirxrnson, Jonn, Clerk to Price, Waterhouse & Co., 31, Mosley 
Street, Newcastle-on-Tyne. 
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ACCOUNTANT OFFICERS, ROYAL AIR 
FORCE. 


Air Ministry’s New Scheme. 


The expansion of the Royal Air Force and the increasing 
importance which accountancy is assuming in the Services as 
an essential to economical and efficient administration have led 
the Air Council to institute a revised method of entry into the 
commissioned ranks of the accountant branch of the Royal 
Air Force. In drawing up their scheme the council have 
had the valuable assistance of the Institute of Chartered 
Accountants and the Society of Incorporated Accountants and 
Auditors. 

The aim of the scheme is to obtain for the Royal Air Force 
young accountants with the best civil training. The Air 
Council believe that men of the best qualifications are needed 
if an adequate development of accountancy in the Service is 
to take place. It is hoped, therefore, to obtain a large 
number of candidates from among men who have recently 
completed articled service. To such men the Air Force as a 
growing Service is able to offer a permanent and interesting 
career, with the prospect of rising to positions of responsibility 
and with a favourable rate of pay from the outset. They will 
also enjoy the social advantages, varied interests and 
opportunities of travel which a commission in a fighting 
Service offers. 

The accountant branch of the Royal Air Force was 
instituted in 1921, to give effect to a decision that accountancy 
in the Royal Air Force should be decentralised to units. 
Under this system the accountant officer of a unit is 
responsible on the one hand to the commanding officer and 
on the other direct to the Director of Accounts at the Air 
Ministry. He undertakes the whole accounting work of his 
unit, including both pay and stores accounting. 

The great value of the technical equipment of the Royal Air 
Force and its complexity combine to emphasise the importance 
and responsibility of the accounting for it. 

Each unit of the Royal Air Force is normally a self- 
accounting one, but where considerations of mobility in war 
allow, several small units are grouped together for accounting 
purposes. To small self-accounting units (e.g.. squadrons) a 
single junior oflicer is posted, and accountant officers will 
therefore have the opportunity of early appointment to 
independent responsibility. To larger units or groups of 
units a senior officer is posted, with several junior officers 
under his command. 

Full details of the scheme, including particulars of 
emoluments and retired pay, &c., are contained in Air 
Publication No. 1090, which can be obtained on application 
to the Secretary, Air Ministry, Kingsway, London, W.C. The 
following is a brief summary of the regulations :— 


Candidates must be between 22 and 26 years of age, but 
those of an age up to 30 years may be accepted in certain 
circumstances if they have served in the fighting Forces in 
the great war. Applications, which (for this year) must reach 
the Air Ministry not later than August 3lst next, must be 
made on a form, which can be obtained from the Secretary, 
Air Ministry. Entry will be by competition, held annually in 
London in the latter half of September. The competition 
will consist of the three following parts, each of which will 
carry equal marks :— 

(1) An interview before a Selection Board. 

(2) A written examination in English and general 
knowledge. 

(3) A written examination in accountancy. 


Candidates who from their application forms appear to be | 


suitable will be invited to appear for interview before the 
Selection Board, of which the First Civil Service Commissioner 
will be chairman. At the interview stress will be laid on 
character and on the type and variety of accounting experience 
the candidate shows himself to bave had. Candidates who 
are passed by the Selection Board and by a medical board 
will attend the written examination. Part (2) of the 
examination will require no special preparation, and will 
consist of essay writing and précis, questions to test the 


candidate’s knowledge of matters of general interest at the 
present time. Part (3) will comprise book-keeping and 
accountancy, excluding partnership accounts and executorship 
accounts, the standard being that of the Final examinations 
of the Institute of Chartered Accountants and the Society of 
Incorporated Accountants and Auditors. 

Appointments will be offered to candidates according to the 
marks obtained in the competition. Successful candidates 
will be appointed as pilot officers on probation, and on 
satisfactory completion of a two months pefiod of instruction 
in air force methods of accountancy will be posted to a unit 
for duty under supervision. If considered satisfactory at the 
end of twelve months service they will be confirmed in their 
appointments and promoted to flying officer. Promotion 
above this rank will be by selection within an approved 
establishment. 

The number of vacancies to be filled from the forthcoming 
competition will probably be not less than fifteen. 

The emoluments of Accountant Officers, Royal Air Force, 
consist of pay and allowances according to a scale. 
Suminarising the detailed rates laid down, the annual rates 
of pay (including home rates of allowances) at the present 
time are as follows :— 


Yeariy. 
Married. Single. 
2 s. d. 2a. d. 


Pilot Officer .. 41915 0 4041010 

Flying Officer ne -. 48914 2 474 10 0 
pe after 4 years service 

in the substantive rank 523 3 4 650719 2 

Flight Lieutenant .. ee -- 605 5 10 559 13 4 
a after 4 years ser- 

vice in the substantive rank .. 641 15 10 596 3 4 

Squadron Leader -- 72619 2 693 10 3 

Wing Commander .. ee 812 2 6 739 6 3 


The foregoing rates are liable to revision—pay every three 
years from July 1st, 1924, in accordance with variations in 
the cost of living. 

Detailed particulars are available at the Society’s offices, 
and candidates should make themselves familiar with the 
regulations. 


SIR CHARLES WILSON AND THE FINANCE BILL 


MR. PUNCH’S VIEW. 


‘* BLACK BRER IS NOT BEER IN THE ORDINARY SENSE, 
BUT A CORDIAL WHICH WAS A VERY EFFECTUAL KEMEDY 
FOR coups.’’—Sir CHaries WILson. 


By kind permission of the Proprietors of “ Punch.” 
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Obituary. 


GWILYM ARNOLD EVANS. 

With the deepest regret we record the death of Major 
Gwilym Arnold Evars, J.P., F.S.A.A., of the firm of 
Messrs. G. A. Evans & Evans, of Cardiff, Mountain Ash and 
Bargoed, which took place at his residence at Mountain Ash 
on July 9th. Admitted an Associate of the Society on 
November 14th, 1900, he was advanced to Fellowship on 
October 21st, 1902, and subsequently elected a member of 
the Council. An indefatigable worker in the interests of 
Incorporated Accountants, he was appointed by the Council 
to the position of Vice-President in May, 1923, when 
Mr. G. 8. Pitt succeeded to the Presidency of the Society. 
A few months after his appointment he was stricken down 
with the illness which proved fatal some twelve months later. 
Always of a cheerful and optimistic nature, he manfully bore 
the blow which had fallen upon him, but it was only too 
evident to his colleagues and friends that he was gradually 
losing ground, although it was felt right that no indication 
of their feelings should be shown, In the war the late 
Major Evans, although past military service age, took an 
active part in the organisation of the country’s defences. 
As Major in the 5th Battalion, Welsh Regiment (T.F.), 
he helped to raise, and for a time commanded, the 
2nd/5th Battalion of that regiment, and he was subsequently 
appointed Assistant Director of Labour of the Western 
Command at Chester, which appointment he held until 
the end of the war and in which he was concerned with 
the organisation of Labour Battalions in the Command. 
In the affairs of Wales he took a lively interest. He was 
a Justice of the Peace for the County of Glamorgan and a 
member of the Court of Governors of the University of South 
Wales and Monmouthshire, and he also held the position of 
clerk to the Geliygaer and Mountain Ash — Schools. 
He was an original member of the South Wales and 
Monmouthshire District Society of Incorporated Accountants, 
and probably his keenest disappointment in connection with 
that Society was his inability to join in the welcome accorded 
by the South Wales members to Incorporated Accountants on 
the occasion of the Conference held at Cardiff in October Jast. 
The funeral took piace at Mountain Ash on July 12th, and 
was attended by the following members of the family :— 
Mr. T. Arnold Evans (his son and partner), Mr. H. O’Neil 
Butler (son-in-law), Mr. D. T. Evans (brother) and Mr. Wm. 
Evans (brother-in-Jjaw). The Society was represented by Mr. 
Wm. Claridge (Bradford) (Past President) and by Mr. A. A. 
Garrett, Secretary, on behalf of the Council; Mr. F. J. Alban, 
Mr. Richard Leyshon and Mr. Alfred Mart, of Cardiff, 
Mr. Picton Jones, of Swansea, and Mr. W. Shepherd 
attended for Mr. R. Wilson Bartlett, of Monmouth. By special 
request no flowers were sent. 


JOSEPH WALDIE PEIRSON. 

We regret to announce the death of Mr. J. Waldie Peirson, 
of Johannesburg, which took place on July 22nd in London. 
He was elected a Fellow of the Society in 1897; he was 
also called to the Bar at the Inner Temple, was an Advocate 
of the Supreme Court in the Transvaal and became K.C. in 
1920. Mr. Waldie Peirson was President of the Institute of 
Accountants in the South African Republic when that body 
was absorbed by the Society of Incorporated Accountants, 
of whose Transvaal Branch Council he became a member. 
In recent years Mr. Waldie Peirson held important public 
appointments as chairman of the South African National 
Union, as a member of the Public Service Commission of 
Enquiry and Board of Control (Profiteering Act) and was 
Chancellor of the Dioceses of Pretoria and Johannesburg. 
Mr. Waldie Peirson had many interests outside his 
professional work. He was Vice-President of the Geological 
Society of South Africa, District Grand Master of English 
‘Freemasons in the Transvaal, and P.G.D. England. Mr.Waldie 
Peirson attended the Society’s last Annual General Meeting 
and made a speech, which was reported in our June issue, 
in which he said ‘‘He had been a member of the Society 
for a great many years, and he regretted—perhaps not 
financially—that some twenty years ago, when it was possible 
that the English language could be spoken in the Law Courts 
of the Transvaal, he deserted the active practice of the 


accountancy profession for that of the law, but be had never 
ceased to continue his membership of the Society, and he 
congratulated it for what it had done for the accountancy 
profession in the Dominions.’ A memorial service was held 
on July 25th at St. Martin-in-the-Fields, conducted by 
The Right Rev. Dr. Furse, Bishop of St. Albans, formerly 
Bishop of Pretoria. Mr. A. A. Garrett attended on behalf of 
the Council of the Society and also represented Sir James 
Martin, who was engaged on a Government Committee and 
was unable to be present personally. 


ALFRED HARRY SCAMPTON. 

We have also received with regret an announcement of the 
death of Mr. Alfred Harry Scampton, of Wigan, which took 
place on July 23rd after a long illness. Mr. Scampton was 
elected an Associate of the Society in 1903 and a Fellow in 
1907, and was senior partner in the firm of Messrs. Scampton, 
Brown & Meadow, of Wigan. 


DIVIDEND WARRANTS AND DEDUCTION 
OF TAX. 


’ The following are the particulars of the new clause added to 
the Finance Bill which makes it incumbent on companies 
to afford full explanation of income tax deduction on dividend 
warrants :— 

(1) Every warrant or cheque or other order drawn 
or made, or purporting to drawn or made, after 
November 13th, 1924, in payment of any dividend or 
interest distributed by = | company, being a company 
within the meaning of the Companies (Consolidation) 
Act, 1908, or a company created by letters patent or by or 
in pursuance of an Act of Parliament, shall have annexed 
thereto or be accompanied by a statement in writing 
showing— 

(a) The gross amount which, after deduction of the 
income tax appropriate thereto, corresponds to 
the net amount actually paid; and 

(b) The rate and the amount of income tax appropriate 
to such gross amount; and 

(c) The net amount actually paid. 

(2) If a company fails to comply with the provisions of 
this section, the company shall in respect of each offence 
incur a penalty of £10: 

Provided that the aggregate amount of any penalties 
imposed under this section on any company in respect of 
offences connected with any one distribution of dividends or 
interest shall not exceed £100. 


Professional Appointments. 


Mr. Montague Wickham, A.S.A.A., Assistant Borough 
Treasurer of Paddington, has been appointed to the position 
of Borough Treasurer in succession to Mr. J. B. Carrington, 
F.S.A.A., who retired after a long period of service. 


A.S.A.A., Assistant Borough 


Mr. R. W. E. Bunn, 
has been appointed Borough 


Accountant of Croydon, 
Accountant of Cambridge. - 


Mr. Stanley Pearce, A.S.A.A., Borough Accountant, 
Chorley, has been appointed to the position of Borough 
Treasurer to the Lytham St. Anne’s Corporation. 


Mr. A. J. Thorpe, A.S.A.A., previously Assistant Accountant 
to the Leopoldina Railway Company, Limited, has been 
appointed Chief Accountant to the Rio de Janeiro Tramway, 
Light and Power Company, Rio de Janeiro. Mr. Thorpe 
was formerly in the Treasurer's Department, Manchester 
Corporation, and the Accountant’s Department, Norwich 
Corporation. 
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AUDITORS’ DUTIES AND 
LIABILITIES. 


Re City Equitable Fire Insurance Company, Limited. 


Judgment of the Court of Appeal. 


(Before the Master of the Rolls, Lord Justice Warrington and 
Lord Justice Sargant.) 


The Court dismissed this appeal by the Official Receiver as 
liquidator of the City Equitable Fire Insurance Company, 
Limited, from a decision of Mr. Justice Romer (reported in 
the Lncorporated Accountants’ Journal, June, 1924) dismissing 
the summons taken out against Messrs. Langton & Lepine, 


the auditors of the company, for an order that it might be 


declared that they were guilty of misfeasance and breach of 
trust and for consequent declaration as to their liability. 


Judgment. 


The Master of the Rolls: This case is important in the 
sense that it has arisen in the course of the liquidation of a 
notable re-insurance company with many and considerable 
liabilities. ‘The company was at one time prosperous, and in 
a short time it was brought to a tragic end by the fraud of its 
chairman, who was later convicted and sentenced to a term of 
imprisonment. Its downfall has involved many persons in 
its ruin and consequent suffering to them. But although no 
development of the law is involved in its termination and the 
problems raised can be solved by the application of principles 
already well ascertained, it involves only an application of 
them to the facts and it forms only an illustration of how 
those principles are to be applied. In the course of the 
liquidation of the City Equitable Company summonses for 
misfeasance under sect. 215 of the Companies Act were taken 
out by the liquidator against the directors of the company 
and against Messrs. Langton & Lepine, who had for some 
years acted as auditors of the company. Messrs. Langton 
and Lepine are auditors of good standing in the City of 
London and the appeal is in respect of a judgment given by 
the learned Judge upon the case as presented against them. 
The learned Judge, Mr. Justice Romer, after a long and 
careful trial came to the conclusion that the liquidator was 
not entitled to recover from the directors, and the result of 
his judgment was the same as against the auditors. But the 
liquidator has appealed before us claiming that the judgment 
of Mr. Justice Romer, so far as it has held that the auditors 
were not liable, ought to be reversed. 

Now I do not propose to re-state all the facts. Mr. Justice 
Romer, in a judgment which deserves more than a passing 
word of appreciation for its grasp of the details of a long and 
complicated case, and its co-ordination of the facts, as well as 
its application of the law to them, has fully presented the 
facts, and I do not think that his conclusions upon them have 
been challenged by Mr. Topham on this appeal. I shall 
therefore not endeavour to recapitulate the facts, but I shall 
refer to some of them which may be necessary. 

Now the claim against the auditors is put on three grounds, 
but first I think I must refer, to make my judgment intelligible, 
to certain features which have been the subject more 
particularly of discussion in this Court. The balance-sheets 
of the City Equitable Fire Insurance Company for 1919, 1920 
and 1921 were all of them audited by Messrs. Langton and 
Lepine. They, all of them, bear the proper statement that 
‘* We have obtained all the information and explanations we 
have required. In our opinion such balance-sheet is properly 
drawn up, so as to exhibit a true and correct view of the state 
of the company’s affairs according to the best cf our 
information and the explanations given us and as shown 
by the books of the company.’ But it is said as against 
Messrs. Langton & Lepine that they were guilty of a dereliction 
of their duty as auditors and that if they had fulfilled the duty 
the disaster which overtook the company would not have 
occurred or at any rate it would not have been of such 
magnitude, and some of the losses incurred by the company 
would have been saved. It is, I think, important to mention 
one or two of the features in these balance-sheets. We have 
before us a very careful and helpful summary of the errors iv 


the balance-sheets presented to us, and it appears that in each 
of the balance-sheets a course was adopted whereby it was 
made to appear that there were a larger number of investments 
of British Government securities than in fact was the case. 
It is also said that a larger amount was represented as being 
loans at call or short notice than was the fact, and that 
instead of securities being available in the hands of the 
company itself or of its bankers, some of them were in the 
hands of Ellis & Co., and in fact bad been pledged by 
Ellis & Co., and it is said that if the auditors had been more 
careful they would have discovered these discre >ancies 
between the real faets and those which were presented in the 
balance-sheet. Passing to the balance-sheet of 1920 it appears 
that in that there was a sum which was included in the loans 
at call or short notice, a sum that was due from Mr. Mansell, 
who was the general manager of the City Equitable Company 
—a sum of £52,000—and also a sum of £11,000 due from 
Ellis & Co. There were also the same features with 
regard to apparent investments in Government securities 
which were not truly made, and there was a considerable 
and increased sum due from Ellis & Co. The last 
balance-sheet differs in one matter from the other balance- 
sheet of 1921, because instead of loans being described as 
‘at call or short notice’’ they are described as ‘‘loans” 
only. It appears that the loan to Mansell, which had 
grown from over £6,000 in 1919 to £52,000 in 1920, had 
reached a figure of £96,000 in 1921. The sum due from 
Ellis & Co. in 1921 was over £73,000, but was included in 
‘Cash at bank or in hand,” and there was a very much 
larger representation of investments in Government securities 
contrary to the fact. 

Now when one approaches this case, quite apart from the 
question of law which I shall have to deal with, it is of 
the first importance to remember that we are looking into 
facts which have been subjected to the scrutiny and have 
been explained by the ability of accountants who have come 
in to look at all the books, and not only the books of the 
City Equitable Company but the books of Messrs. Ellis & Co. 
It is not easy to reconstruct the true position as it stoud 
before the auditors when they were called upon to do their 
duty in the three successive years in which their conduct is 
challenged. It is also proper to remember that when a big 
disaster has occurred, such as the failure of this company, 
which, as I have said, was a notable company in its day, 
there is, on the part of some, a desire to find some scapegoat 
who can be found to be responsible and possibly to make good 
some of the losses which have occasioned disaster to so many. 
But it is the duty of the Court, as far as possible, to think 
about and see what was the problem presented to the auditors, 
and what was the knowledge that was available to them at 
the time. Now it is right, and this is fully recorded in 
Mr. Justice Romer’s judgment, to say that the audit in these 
three successive years, which was carried out by Mr. Lepine, 
the partner entrusted with it, was carried out with diligence 
and care. It took something like from six to eight weeks, 
and in a passage in the judgment of Mr. Justice Romer he 
gives a striking testimony from the evidence to which he adds 
his own authority to show that he was quite satisfied that 
Mr. Lepine had been both diligent and discriminating and 
had endeavoured to bring the very best of his abilities to bear 
on the problem before him. Mr. Justice Romer cites, and I 
think rightly, a passage from the evidence of Mr. van de Linde 
who testified to the care and accuracy displayed by Mr. Lepine 
in the audit, and he sets out the actual passage in his 
judgment. Mr. Van de Linde says this: ‘‘As far as the 
figures are concerned, I think there is great accuracy right 
through,’’ and then he says this: ‘‘In fact, throughout, 
always putting aside these matters we have to address 
ourselves to, speaking generally, throughout, the greatest care 
was shown and accuracy achieved? (A.) Yes.” The learned 
Judge at the close of his judgment says that he is convinced 
‘that throughout the audits Mr. Lepine conducted, he honestly 
and carefully discharged what he conceived to be the whole of 
his duty to the company.’”’ Now that judgment of the learned 
Judge was delivered after he had had an opportunity of hearing 
a great number of cases, a good number of addresses from 
counsel, and after he had spent many days in the hearing and 
trial of the cause. I would like myself to add that upon the 
facts presented to us, it appears that Mr. Lepine did discover 
and asked for explanations which do him credit, for it must 
be remembered that he had te overcome—if he was to succeed 
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in the task which it is now suggested he ought to have 
succeeded in—the cunning of a dishonest chairman, and he 
had to circumvent the ingenuity of the general manager, who 
was concerned at the same time in obtaining for himself an 
agreement which I should describe on its face as a fraudulent 
agreement. Mr. Lepine had therefore a task set before him 
which must be a difficult one at any time, but a task which, 
if he failed in it, would only have been recorded of him that 
he failed to do what would have been a very signal achievenient 
it he had succeeded, because we are to remember not only what 
was the position of the City Equitable Company, its directors 
and its chairman, but the position of Ellis & Co. Ellis & Co., 
of which the chairman, Mr. Gerard Lee Bevan, was the senior 
partner, was a firm of stockbrokers of good standing and large 
business upon the Stock Exchange in London. Mr. Bevan 
was a man credited with very great ability and of high 
standing as a financier. Now Mr. Lepine did discover in the 
course of his inquiries three points which I desire to mention. 
With regard to the loan to Mansell he pointed out in 1920 
that it had reached a figure of £52,000, whereas the only 
minute that he could find relating to it authorised a sum of 
£15,000 and not more to be advanced to Mr. Mansell. He 
made inquiries and he received the answer (I think I am 
right) from Mr. Bevan himself that a minute would be duly 
recorded authorising the loan up to the amount at which it 
stood, namely, £52,000. It appeared to be all right to 
Mr. Lepine from this fact, that all the cheques by which the 
loan had been made, and some slips attached to them, if I 
read the evidence rightly, bore the signature of directors, so 
that it was not a case in which the manager appeared to be 
helping himself to money of the company, but a case in which 
the directors for reasons good and sufficient to them were 
placing in the manager’s hands, for some purpose which 
Mr. Lepine may or may not have appreciated, sums which 
totalled up to £52,000. But Mr. Lepine did discover the 
discrepancy between the amount of the authorised loan and 
the amount of the actual loan, and he required and was 
promised that the matter should be regularised in due course 
by a minute. Again, in 1920, he discovered a matter which 
he also desired to put right. There was an investment in 
which the City Equitable were concerned in some ranch in 
Brazil and payments were made, apparently through Ellis & Co., 
for the development of that ranch, but it appeared that in 
the course of 1920, or at the time the balance-sheet of 1920 
was produced, a sum of £161,000 had been paid through 
Ellis & Co. to the account or for the purposes of the development 
of the ranch, and Mr. Lepine discovered that the actual 
amount authorised according to the minute was £150,000 
and no more. We are told that Ellis & Co. in some way, 
or the partners of Ellis & Co., or Mr. Bevan, or at any rate 
one of what I may call the group of persons concerned. who 
would be in touch with Mr. Lepine, were also interested in this 
adventure. When Mr. Lepine called attention to the fact that 
£161,000 had been sent or despatched or placed in Ellis & Co.’s 
hands for the purpore of the ranch, and he pointed out that it 
exceeded the authorised amount by £11,000, he was then told 
either by Mr. Mansell or by Mr. Bevan that under the 
circumstances Ellis & Co. would debit it to their account. 
I suppose in business that meant this, that it was not a 
matter of very great concern, if all had gone well, whether the 
money was Advanced to the ranch by Ellis & Co. or a partner 
in Ellis & Co., or one of the persons concerned in it. The 
sum of £11,000 was comparatively not very large, and 
whether it was debited to one account or another was a 
matter of little moment. As a matter of fact in consequence 
of the information Mr. Lepine received, it was debited to 
Ellis & Co., and at that time I think there is no doubt from 
the evidence that Ellis & Co. could have drawn, or certainly 
were supposed to be able to draw, a cheque at any time for 
£11,000, and that £11,000 is found included in the sums at 
call or short notice. But it is due to Mr. Lepine to say that 
his diligence did bring him to discover what at any rate was 
not presented to him in a light which was easy to discover, 
and which must have required some accuracy or persistence 
on his part, first of all to discover, and then to put right. 
Then I was going to mention another matter. There were 
these so-called ‘* window dressing ’’ schemes, and here I think 
one has to be very careful because at the end of each year 
his auditor would discover what had happened down to 
February 28th, the date at which the accounts close, but he 
would not necessarily know what had happened in the 


subsequent year during which he was making up the balance- 
sheet, or rather making the audit. It is true that if you take 
the three balance-sheets together and cast them in the form 
of a chart, you can see that an increasing amount of window 
dressing was going on, and on the chart you will find that 
there is a rise of the figures which are manipulated for the 
purpose of window dressing, and therefore it is easy to read 
a danger signal from such a chart. No such chart was 
available to Mr. Lepine and we have to take the books singly 
which were before him and the books, be it remembered, of 
the City Equitable only. Therefore it is not right to treat the 
evidence which is now before us and its significance as bcing 
plain in the years 1919, 1920 and 1921 as available to 
Mr. Lepine. Now I, for my part, desire to accept in whole 
and in part the admirable summary which the learned Judge 
has given of the facts. I have only referred to those two or 
three outstanding features for a purpose which a subsequent 
part of my judgment will show to be necessary, but I have 
referred to those because they are the salient points in 
charges which are now made against the auditors. 

Now the claim is brought in accordance with the procedure 
which is rendered available by sect. 215, and as an argument 
was presented to us for which some foundation could be given 
in substance based upon Article 215, I desire to say, though it 
is not to be said for the first time, that that sect. 215 deals 
with procedure and does not give any new remedy. It gives 
no new rights; it provides a summary mode of evforcing 
existing rights, and I think that is abundanuy shown in 
Coventry & Dixon’s case (reported in 14 Ch., 660), and in 
The Brazilian Rubber Plantations and Estates, Limited 
(reported in 1911, 1 Ch., 425), and in Bentinck v. Fenn 
(reported in 1887, 12 A.C., 652). In Bentinck vy. Fenn Lord 
MacNaghten gives in a sentence or so, as he so often does, a 
really sufticient summary , the othercases being true illustrations 
of the principle which he enunciates. He says this: ‘‘ The 
section creates no new offence, and it gives no new rights, but 
only provides a summary and efficient remedy in respect of 
rights which apart from that section might have been 
vindicated either at law or in equity.’’ Then he goes on: 
‘*It has also been settled that the misfeasance spoken of in 
that section is not misfeasance in the abstract, but misfeasance 
in the nature of a breach of trust resulting in a loss to the 
company.’’ I will not 1efertothe other cases, but Coventry and 
Dizxon’s case, The Brazilian Rubber Plantations and Estates, 
Limited, case and The Jubilee Cotton Mills case (reported in 
1923, 1 Ch., 1) are illustrations which affirm that sect. 215 is 
a procedure section. It is also true that the shareholders of 
the company are entitled to the protection which is given 
to them by statute. Mr. Topham tried to suggest, if I 
properly understood him, that some protection is to be found 
in sect. 215, which I bave already dealt with, and that for the 
purposes of the article, which I shall have to deal with in a 
moment, protection which is given by statute cannot be 
overcome by an article. There is no doubt shareholders 
are entitled to protection, and illustrations of the protection to 
which they are entitled may be found in the case which was 
cited to us of the Peveril Gold Mines, Limited (reported in 
1898, 1 Ch., 122), and in the case of Payne v. The Cork 
Company (reported in 1900, 1 Ch., 308), and in Neavcton v. 
The Birmingham Small Arms Company (reported in 1906, 
2 Ch., 378). Taking that last case, which I want to say a 
word or two about, it was there attempted by means of an 
article to prevent a disclosure being made of a reserve fund 
into which a portion of the property of the company was 
placed, and it was held that it could not be done by the 
resolutions or: by articles, because any such resolution or 
article would be inconsistent with the obligations impored 
upon the auditors by the then sect. 23 of the Companies Act. 
No doubt, therefore, we may take it, as in these cases and in a 
number of other illustrations, that the shareholders do receive 
and are entitled to receive the protection given to them by 
statute in the particular case and by the particular section 
which has been illustrated or referred to in those cases. 

I come therefore to consider what is the protection in 
relation to the auditors which is given by the statute and that 
is to be found in the present section, sect. 113, sub-sect. 2. 
By that section it is provided that ‘‘ the auditors shall make 
a report to the shareholders on the accounts examined by 
them, and on every balance-sheet laid before the company in 
general meeting during their tenure of office, and the report 
shall state—(a) whether or not they have obtained all the 
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information and explanations they have required; and 


0) | 


can put it interrogatively in this way: Who could be trusted, 


whether, in their opinion, the balance-sheet referred to in the who could give the information, where would you seek for it 


report is properly drawn up so as to exhibit a true and correct 
view of the state of the company’s affairs according to the 
best of their information and the explanations given to them, 
and as shown by the books of the company.’’ Now in terms 
the balance-sheets of the three successive years I have referred 
to in form complied with that section. All the balance-sheets 
bear the usual statement made by the auditors, so that prima 
facie the auditors have discharged their duty. ‘hen it is said 
that these auditors have failed and particularly failed in their 
duty in respect of three matters charged against them. Those 
three matters are set out by the learned Judge on page 1158. 
They are: ‘‘(1) Their misdescriptions in the balance-sheets 
of the debts of Ellis & Co. and Mansell by including them 
under ‘ Loans at call or short notice’ or ‘ Loans,’ or in the case 
of part of Ellis & Co.’s debt under the heading of ‘ Cash at 
bank and in hand,’ and their consequent failure to disclose to 
the shareholders the existence of those debts. (2) Their 
failure to detect the fact that much larger sums were in the 
hands of Kllis & Co. at the date of each of the balance-sheets 
than were so included. (3) Their failure to detect and report 
to the shareholders the fact that a number of the company’s 
securities which were in the custody of Ellis & Co. were being 
pledged by that firm to its customers.” 


Tue Sranparp or Auprrors’ Dury. 

Now what is the standard of duty which is to be applied to 
the auditors? ‘That is to be found, and sufficiently to be 
found, | think, in the Kingston Cotton Mills case, which is 
reported in 1896 (2 Ch., 179). From what I have already 
said it is quite easy to charge a person after the event and say 
‘*How stupid you were not to have discovered something 
which if you had discovered would have saved us and many 
others from many sorrows.’’ But it has been well said that 
an auditor is not bound to be a detective or to approach his 
work with suspicion or with a foregone conclusion that there 
is something wrong. He is a watchdog, not a bloodhound. 
That metaphor was used by Lord Justice Lopes in the 
Kingston Cotton Mills case ((1896) 2 Ch., 288). Perhaps, 
casting metaphor aside, it is more happily expressed in’ the 
phrase used by brother Lord Justice Sargant, who said that 
the duty of an auditor is verification and not detection. The 
Kingston Cotton Mills case is important because a good deal 
of sauction is given to those rather epigrammatic phrases. 
Lord Justice Lindley says this: ‘‘It is not sufficient to say 
that the frauds must have been detected if the entries in the 
books had been put together in a way which never occurred to 
anyone before suspicion was aroused. The question is 
whether, no suspicion of anything wrong being entertained, 
there was a want of reasonable care on the part of the auditors 
in relying on the returns made by a competent and trusted 
expert relating to matters on which information from such a 
person was essential.” Lord Justice Lopes’ judgment, as 
well as Lord Justice Kay’s, may be looked at for support of 
the words of Lord Justice Lindley, and also in support 
of what I have called the most epigrammatic way of putting 
the auditor’s duty. Now let us apply that to the present case. 
Mr. Lepine went in and spent six or eight weeks with his 
clerks upon these books. In many ramifications of the 
business of the City Equitable he finds on the whole all 
the entries are properly made and all the accounts are in 
order. He finds in particular that a larger sum has been lent 
to Mr. Mansell than was authorised, but he finds that 
apparently it was the practice of the directors to pay cheques 
to him. He finds that the amounts of the cheques which 
were drawn in his favour were entered up. It is not a case in 
which the cheques had been drawn and not entered and found 
in the books in which they ought to have been found, but the 
sum authorised, though it was ali there in the books, and he 
turns for guidance and advice to those persons from whom he 
is entitled to receive guidance and advice. He turns to the 
chairman, whose position at that time I have described, and 
be turns to Mr. Mansell, who is obviously a man of 
commanding position, and on all occasions he gets from them 
satisfactory answers or satisfactory promises, and then one 
applies this test at a time when no suspicion of anything 
wrong was entertained, was there a want of reasonable care ; 
on the part of the auditors in relying on facts given by 


competent and trusted experts relating to matters in which 
information from such persons was essential? I think you 


more authoritatively than from Mr. Bevan and Mr. Mansell? 
It seems to me, therefore, that when you-apply the test of the 
standard of care to be exercised you find that in the course of 
the audit Mr. Lepine has primé facie applied or conformed to 
the right standard as laid down by the Court of Appeal, and a 
standard which on the facts Mr. Justice Romer says that he 
did conform to. His diligence is undoubted, and for my part, 
as I have said, I think that in estimating whether or not you 
ought to give weight to what Mr. Lepine in fact did discover 
as indicating that he was on the path to discover, if he 
possibly could, anything that was awry, and that so far from 
doing either by negligence or by carelessness or by not caring 
how the thing was done, simply trusting wholly to the books, 
and to Mr. Manseil and to Mr. Bevan, you do find in the cases 
where he was successful in detecting something that was awry 
illustration of his diligence and determination to discover 
what was discoverable. 

Now, dealing therefore with the first two claims—that is the 
claim in respect of the loans at call or short notice—he had, it 
seems to me, information which would justify him in putting 
down those items as loans, and I agree with the learned 
Judge that putting in the words ‘‘at call or short notice ”’ 
really was not misleading and did not cause any wrong result. 
The learned Judge says this: ‘‘ If the description of them in 
the balance-sheet as ‘loans’ would have induced any director 
or shareholder to make some inquiry as to their nature, 
which he was induced to refrain from making by reason of 
their description as ‘loans at call or short notice,’ the matter 
would be different. But not only is this inherently improbable, 
there is actual evidence that it was not so.’”’ Then he points 
out that there was a variation between ‘‘ loans at call or short 
notice’’ and ‘‘loans,” and that Mr. Milligan’s attention was 
attracted to it, and he made some inquiries about it upon 
which some plausible explanation was received from Mr. Bevan 


“merely on the point as to why the loans were so large, not as 


to what their character was, and whether they were at call 
or short notice, because be it remembered at that time the 
company itself was in good credit, and I do not suppese that 
the idea that they would be ever pressed or be in any difficulty 
if they required money, and had to turn outside their own 
circle for it, would have created any difficulty at all in the 
minds of those who either were directors or constantly 
dealing with them. It seems to me, therefore, that the 
learned Judge is quite right in the way he deals with the first 
claim. Then I come to the second. ‘ Their failure to detect 
the fact that much larger sums were in the hands of Hllis & Co. 
at the date of the balance-sheet than were so included.” I will 
come to the guestion of the signed certificates in a moment, 
but the mere fact that Ellis & Co. at that time owed £73,000, 
or that they put down £11,000 to Ellis & Co. does not seem 
to me to indicate a danger signal at all. So far as any 
answers were to be received, or likely to be received, they 
would be favourable both to Ellis & Co. and to the City 
Equitable Company, but where you have an atmosphere of 
complete confidence, indeed of a confidence based on success 
up to that time in financial matters, it seems to me that 
there was no reason to hesitate about accepting the view 
which the company at that time presented to them in -their 
draft "ec wdhecoee sm | that this was a way, and a legitimate 
way, of dealing with the over-plus of money due on the 
Brazilian ranch account, or money due at that time from 
Ellis & Co., and the fact that Mr. Lepine was unsuccessful 
in detecting the cunning is quite another matter from saying 
that he failed to use competence and intelligence in conducting 
his duties. 

Now I come to the last point, part of which is contained in 
the third charge, and that is the failure to detect the fact 
that much larger sums were in the hands of Ellis & Co. at 
the date of the balance-sheet, and the failure to detect and 
report that the securities were in the hands of Ellis & Co. 
Now upon that matter I want to say a word or two about the 
evidence. In fact Mr. Lepine inquired from the bank and 
got a certificate from the bank that a certain number of 
securities were there, and then he turned to Ellis & Co., and 
he got from Ellis & Co. under the signature of Ellis & Co. 
a certificate attached to the document, apparently not by 
Mr. Bevan but by one of the partners, a certificate that a 
number of securities were in the hands of the stockbrokers. 
It is said it was quite wrong to accept the certificate of the 


: = a: 
es El 
| 


— SV os 
se 


Qe = 


oe 


WN ee OO 


— Oa Sa ee aS TO Se 


Aveust, 1924.]} 


THE INCORPORATED ACCOUNTANTS’ JOURNAL. 289 


brokers, and we are asked to accept the evidence of Mr. Cash 
and Mr. Van de Linde as meaning this, that you may accept 
the certificate of a bank apparently in all cases, but you may 
never accept the certificate of stockbrokers. I cannot agree 
that the evidence is so to be read, or is intended by the 
witnesses to be so understood. WhatI think the witnesses 
meant to express was this: Banks in ordinary course do hold 
certificates of securities for their customers; it is part of their 
business, and therefore certificates in the hands of bankers 
are in their proper custody, and if then a bank is a reputable 
bank, a bank which holds a high position, you may legitimately 
accept the certificate of that bank because it is a business 
institution in whose custody you would expect both to find 
and to put securities, and also it is respectable, but the fact 
that it calls itself a bank does not seem to me to conclude 
the matter either one way or the other. On the other hand, 
it may be said that it is the duty of an auditor not to take a 
certificate as to possession of securities unless from a person 
who is not only respectable—I should prefer to use the word 
‘* trustworthy ’—and also of that class of persons who in the 
ordinary course of their business do keep securities for their 
customers, and it may be said that a broker does not in the 
ordinary course of business keep securities for his customers, 
and therefore he is ruled out because the auditor ought not 
to accept from a person of that class, whether he be respectable 
or not, a certificate that he has got securities in his hands. 
Now, accepting the rule as stated, that it is right to find the 
securities in the hands of the bank whose business it is to 
hold securities, and applying the proviso that that bank must 
be one that is trustworthy, it seems to me that that rule may 
be a right rule to follow, and I think it is prima facie, but it 
is going too far to say that under no circumstances may you 
be satisfied with securities in the hands of a stockbroker, 
because it seems to me in the ordinary course of business 
you must from time to time, and you legitimately may, place 
in the hands of stockbrokers securities for the purpose of 
their dealing with them in the course of their business. With 
a large institution like the City Equitable Company, with a 
very considerable amount of investments to make and 
investments to sell, it may well be that for the purpose of the 
convenience of all parties it may have been a useful method 
of business even if it had been examined with the most 
exiguous care, for the directors to decide that they would in 
the interests of their business leave securities of a considerable 
amount in the hands of their stockbrokers, who, I suppose, 
at that time held a position not less trustworthy or respected 
than the City Equitable itself. I therefore do not wish in 
any way by anything that I say to discharge the auditors 
from their duties as Juid down in the Kingston Cotton Mills 
case, far less do I wish to discharge them from their duty of 
seeing that securities are held and only accept the certificate that 
they are so held from a respectable, trustworthy and responsible 
person, be that person the bank or be it somebody else, but 
in applying my mind to the facts of this case I am not content 
to say that simply because a certificate was accepted otherwise 
than from a bank therefore there was necessarily so grave 
a dereliction of duty as to make Messrs. Langton & Lepine 
responsible. I think in the light of the evidence which has 
been given it is for the auditor to use his discretion and his 
judgment, and his discrimination as to who he shall trust; 
indeed I think that is the right way to put a greater 
responsibility on the auditors. 

If you merely discharge him by saying he accepted the 
certificate of a bank because it was a bank you might lighten 
his responsibility. I think he must take a certificate from 
a person who is in the habit of dealing with, and holding, 
securities, and who he, on reasonable grounds, rightly believes 
to be, in the exercise of the best judgment, a trustworthy 
person to give such a certificate. Therefore I by no means 
derogate from the responsibility of the auditor, I rather throw 
a greater burden upon him, but at the same time, I throw a 
burden upon him in respect of which the test of common sense 
can be applied, and common business habits can be applied, 
rather than a rigid rule which is not based on any principle 
either of business or common sense. 


Tue Avptirors’ REsPonsIBILiry. 

Then we come to the responsibility which the learned Judge 
finds, and I think rightly finds, falls upon Mr. Lepine. 
Now, what isthat? He finds that in respect of these securities 
Mr. Lepine did what he ought not to have done by accepting 


from Ellis & Co. a statement of the securities which they, at 
that time, declared that they held. The learned Judge says 
this: ‘‘In my judgment, not only did Mr. Lepine commit a 
breach of his duty in accepting, as he did, from time to time 
the certificate of Ellis & Co. that they held large blocks of the 
company’s securities, but he also committed a breach of his 
duty in not either insisting upon those securities being put in 
proper custody, or in reporting the matter to the shareholders.” 
As I have said, the learned Judge also finds that in what he 
did Mr. Lepine did honestly, in all good faith, * holding the 
mistaken belief as to what his duty was.” I agree with the 
learned Judge. It seems to me that Mr. Lepine has made 
a mistake, and a grave mistake. In justification fur him it 
may be said that every artifice was brought into play in order 
to deceive him, and to maintain the apparent responsibility 
and trustworthiness of Ellis & Co. But that does not discharge 
him from having put aside what I described to Mr. Topham as 
the rule of the road applied with this proviso as to business 
rules and common sense. Therefore Mr. Lepine would, 
primé facie, be liable in respect of that dereliction of duty. 
But then we find that Article 150 contains important wor 

limiting the responsibility of the officers of the company, 
including the auditors, who are not to be liable for any 
“loss, misfortune, or damage which may happen in the 
execution of their respective offices or trust, or in relation 
thereto, unless the same shall happen by or through their 
own wilful neglect or default respectively.” I do not agree 
with the argument that that article is ultra vires. It does not 
seem to me that it offends at all against sect. 113 in the sense 
that it is a contradiction of it. It seems to me that sect. 113 
laid statutory duties upon the auditor, but not laying statutory 
duties upon the auditor it calls on him to exercise those duties, 
and the information is to be given according to the best of 
their information and explanations given to them as shown 
in the books of the company. Once you have any duty to be 
performed according to the information given, and explanations 
offered, you obviously introduce matters where discretion is to 
have play, and it seems to me that the article may quite 
properly be valid in the sense that it is to discharge the 
auditor from what may be called technical errors, in common 
parlance, defaults for which he may be held liable in law, but 
which he may have unconsciously committed. Now what do 
the words mean? First of all it is to be observed they are in 
respect of neglects or defaults, and it is not unimportant. to 
observe that those words are not ‘acts or omissions,’’ but 
they are ‘‘ neglects and defaults,” and the observations that 
Lord Justice Bramwell made in lewis v. The Great Western 
Railway Company ought to be borne in mind, where he deals 
with the case of wilful misconduct, calling attention to the 
fact that it is not wilful conduct, but wilful misconduct. 
It seems to me here that we have got to deal with a case 
where there has been neglect or default, and then to see 
whether or not it is wilful. I come, therefore, to consider 
the meaning of the wo:d ‘‘wilful.” Now in the case of 
Young & Harston’s Contract (31 Ch., 175). there is a well 
known passage of Lord Justice Bowen’s in which he says: 
“Tt generally, as used in Courts of law, implies nothing 
blameable, but merely that the person of whose action or 
default the expression is used, is a free agent, and that what 
has been done arises from the spontaneous action of his will. 
It amounts to nothing more than this, that he knows what 
he is doing, and intends to do what he is doing, and is a 
free agent.’’ ‘There is a number of other cases to which we 
have been referred, but in the case of In re The Lord Mayor of 
London and T'ubbs’ Contract ( (1894) 2 Ch., 524) it is to be 
observed that Lord Justice Lindley (as he then was) says, 
at page 536: ‘‘I confess that I am more disposed to concur 
with Lord Bramwell’s observations on the term ‘ wilful 
misconduct’ in Lewis v. Great Western Railway Company. 
They are, in my opinion, quite consistent with Lord Bowen’s 
observations in In re Young & Harston’s Contract, it it be 
borne in mind that Lord Bowen presupposed knowledge of 
what was done, and intention to do it, and was not addressing 
himself to a case of an honest mistake or oversight.” 
Lord Justice Lopes, at page 538, is dealing with In re Young 
and Harston’s Contract, and with Lewis v. The Great Western 
Railway Company, and he says: ‘It is difficult to lay down 
any general definition of ‘ wilful.’ The word is relative, and 
each case must depend on its own particular circumstances "’ ; 
and he says: “If the neglect or default in this case arose 
from the voluntary act of the parties, either awake or asleep 
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with reference to their rights and interests, and did not at all 
arise from the pressure of external circumstances over which 
they could have no control, I apprehend that the neglect or 
default was wilful ’’—he is there quoting from Vice-Chancellor 
Shadwell. Then Lord Justice Kay also agrees with the 
general view which is presented by Lord Justice Lindley. 
Now Lord Alverstone, in Forder v. Great Western Railway 
Company, a later case ( (1905) 2 K.B., 532), gives a judgment 
in which he says this—he is dealing with the definition in an 
Irish case, with which he agrees—‘ Wilful misconduct in 
such a special condition means misconduct to which the will 
is a party as contra-distinguished from accident, and is far 
beyond any negligence, even gross or culpable negligence, 
and involves that a person wilfully misconducts himself who 
knows and appreciates that it is wrong conduct on his part, 
in the existing circumstances, to do or to fail or omit to do 
(as the case may be) a particular thing, and yet intentionally 
does or fails or omits to do it, or persists in the act, failure or 
omission regardless of consequences.’”’ For my own part, 
I agree with that definition as laid down by Lord Alverstone, 
with the addition that he proposes to give to it. It seems to 
me in close accord with the previous decisions which I have 
already referred to, and it seems to give a proper meaning 
to the words which are before us. I then come to consider 
whetber or not, with that meaning of ‘ wilful,” the conduct 
of Mr. Lepine was wilful so as to render him responsible, or is 
he relieved by the terms of Article 150? Now we find the 
auditor confronted with a lot of deceit. We find him fulfilling, 
year by year, his duty in a manner which has certainly 
received the praise of those who have given evidence about it, 
and of the learned Judge who heard the whole of the facts. 
We find that on a number of occasions he was successful in 
putting what was wrong, or attempting to put what was wrong, 
right, and therefore you find that so far as his will and 
volition went, he was attempting to do his duty. Under those 
circumstances, where you find a default which has been made, 
and you find an error of judgment in accepting as trustworthy 
what is now proved to be untrustworthy, can you say, within 
the definition, that he has been guilty of wilful neglect or 
default? For my part, for the reasons which I have 
indicated, and upon the evidence to which I have called 
attention, it seems to me impossible so to characterise 
Mr. Lepine’s conduct. He did not, to my mind, shut his 
eyes to conduct which he thought needed criticism; what he 
did was, in common with a great number of other persons, 
he thought the people he was dealing with were trustworthy, 
and, as pointed out in the cases cited to us, but which I do not 
stop to actually quote, it has been pointed out again and again 
that he is entitled to accept the statements which were made 
to him by those who he was entitled to trust when he bas no 
reason or call for suspicion. It appears to me that the 
learned Judge has quite rightly and accurately applied the law 
to the facts when he says this: ‘‘If in certain matters he fell 
short of his real duty, it was because, in all good faith, he 
held a mistaken belief as to what that duty was,” and that 
the auditor conducted the audits honestly and carefully. 
He made an error of judgment, an error of judgment which 
might have caused the company, or the directors of the 
company, to take a different course, and might have possibly 
saved some portion of the disaster, but in what he did 
I cannot find that he was guilty of wilful misconduct, and 
therefore it appears to me sect. 150 protects him. In those 
circumstances it appears to me that the learned Judge was 
right in the judgment that he has given, and that this appeal 
ought to be dismissed, and dismissed with costs. 


Lord Justice Warrington: This is an appeal from 
an exceedingly clear, careful and thorough judgment of 
Mr. Justice Romer, and as I agree with the conclusions at 
which he arrived, it is unnecessary to deal in detail with 
many of the features that have been the subject of discussion 
here, but there is at least one question of general interest and 
importance on which I think it is desirable in deference to the 
arguments which have been addressed to us that I should 
express my own views in as few words as possible, and that 
question is the construction of Article 150, which is an article 
to say the least of it not uncommonly found in articles of 
association, and its effect (if any) in modifying or otherwise 
the ordinary legal obligations of an auditor, especially having 
regard to sect. 113 and sect. 215 of the Companies Act. 
The ordinary duties and obligations of an auditor without 


reference to this or any other special article or special 
stipulation as to the terms of his employment are stated by 
Lord Justice Lindley in full in the case of The London 
General Bank ( (1895) 2 Ch., 166). It is unnecessary to 
read the whole of that part of his judgment, it is set out 
in full on page 1159 of the shorthand notes in the present 
case in the judgment of Mr. Justice Romer who quotes him, 
but I think it is perhaps desirable to read a passage from the 
beginning of his judgment. The Lord Justice says: ‘‘It is no 
part of an auditor’s duty to give advice, either to directors or 
shareholders, as to what they ought to do. An auditor has 
nothing to do with the prudence or imprudence of making 
loans with or without security. It is nothing to him whether 
the business of a company is being conducted prudently or 
imprudently, profitably or unprofitably. It is nothing to him 
whether dividends are properly or improperly declared, 
provided he discharges his own duty to the shareholders. 
His business is to ascertain and state the true financial 
position of the company at the time of the audit, and his 
duty is confined to that.” Then he proceeds to discuss in 
what way he is to p. form that duty in reference to examining 
the books of the company and verifying the statements 
contained therein in order that he may be able to truly certify 
that which he has to certify under the Companies Acts. 
Then he goes on to point out that he is not an insurer, that 
he is not bound to do more than exercise reasonable care 
and skill in making inquiries and investigations, and further 
that what is reasonable care in any particular case must 
depend upon the circumstances of that case. 

Then again in the case of the Kingston Cotton Mills Company, 
Lord Justice Lindley dealing with one particular point that 
arose in that case says: ‘It was further pointed out that what 
in any particular case is a reasonable amount of care and skill 
depends on the circumstances of that case; that if there is 
nothing which ought to excite suspicion, less care may properly 
be considered reasonable than could so considered if 


‘suspicion was or ought to have been aroused. These are the 


general principles which have to be applied to cases of this 
description. I protest, however, against the notion that an 
auditor is bound to be suspicious as distinguished from 
reasonably careful.” So that in that case it was held that the 
auditor was entitled to accept the certificate of the company’s 
manager though on subsequent investigation it turned out that 
the manager had been for some years defrauding the company 
and that his certificate was intended to cover up those frauds. 
The duty of the auditor is to verify the facts which it is 
proposed to state in the balance-sheet and to verify them, 
using ordinary and reasonable care and skill. I need say no 
more about the general duties of an auditor. 

The next question is to consider what is the true construction 
of Article 150 and how that article bears upon or modifies 
those which would be in the ordinary course his primé facie 
duty and responsibilities—not so much the duty but the 
responsibilities of the auditor. The article, so far as it is 
material, is in these terms. I am not going to read the first 
part of it which provides for the indemnity, but the las: 
paragraph only. ‘None of them ’’—that is, certain directors 
and officers who have been enumerated, including the auditors— 
‘*shall be answerable for’’—amongst other things—‘‘ any loss, 
misfortune or damage which may happen in the execution of 
their respective offices or trusts or in relation thereto, unless 
the same shall happen by or through their own wilful neglect 
or default respectively.”’ In the first place I think that that 
article, as the learned Judge has held, expressly in the case 
of the directors and impliedly, if not expressly, in the case 
of the auditors, does in such a case as the present form part 
of the contract between the company and the auditors and for 
the reason that the auditor is engaged without any special 
terms of engagement. When that is the case, then if the 
articles contain provisions relating to the performance by the 
auditors of their duties and to the obligations imposed upon 
them by the acceptance of the office, I think it is quite plain 
that that article must be taken to express the terms upon 
which the auditor accepts his position. Of course, if the 
terms of his employment are expressed in a separate document, 
then that document must be taken to define the conditions 
of his engagement, and it would not be proper to assume 
any implied terms either from the provisions in the articles 
or elsewhere. But in the present case I think it is quite plain 
that the terms of Article 150 do, according to their proper 
construction, whatever that may be, effect a modification in 
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what would primé facie be, but for that article, the obligation 
and liability of the auditors. Now what then is the effect? 
It is, I think, plainly in some way, whatever that may be, 
when you ascertain what is the true construction of the article, 
to excuse them from being answerable for loss occurring in 
relation to their office, except in the event or except in the 
particular events which are there specified, namely, those 
which happen by or through their own wilful neglect or 
default, and it would be improper to describe as a misfeasance 
any act or omission of the auditor which, having regard to 
that article, would not result in his being answerable for the 
loss which may be occasioned thereby. That last remark 
becomes important when one has to deal with the argument 
addressed to us yesterday on the construction of Article 215. 
Now what is the meaning of a loss which happens by or 
through their own wilful neglect or default? Bear in mind 
that the words are not ‘‘ by or through their own wilful act 
or omissson.” We have, therefore, not merely to look at the 
act or omission in itself and see whether there was a conscious 
will impelling the person in question to commit that act or 
to omit to do the thing which is suggested to be wrongly 
omitted, but you have to consider whether the neglect or 
default was or was not wilful. In saying that, I am only 
really repeating what was laid down in much better language 
than I can find to use by Lord Justice Bramwell in Lewis v. 
The Great Western Railway Company. What he says there 
is dealing with wilful misconduct in a business document, in 
a contract by a railway company for the carriage of goods by 
railway. Thatcase is reported in 3 Q.B.D., and the particular 
passage I am quoting is on page 206. What he says is this : 
‘* Wilful misconduct means miscenduct to which the will is 
a party, something opposed to accident or negligence; the 
misconduct, not the conduct, must be wilful. It has been 
said and, I think, correctly, that perhaps one condition of 
‘wilful misconduct’ must be that the person guilty of it 
should know that mischief will result from it. But to my 
mind there might be other ‘wilful misconduct.’ I think it 
would be wilful misconduct if a man did an act not knowing 
whether mischief would or would not result from it. I do not 
mean when in a state of ignorance, but after being told ‘ Now 
this may or may not be a right thing to do.’ He might say, 
‘ Well I do not know which is right, and I do not care; I will 
do this.’ Iam much more inclined to think that that would 
be ‘ wilful misconduct,’ because he acted under the supposition 
that it might be mischievous, and with an indifference to 
his duty to ascertain whether it was mischievous or not.”’ 
Then he goes on at the end of his judgment to deal with the 
facts of that case and says: ‘I cannot think that there was 
evidence in this case to show, or on which the learned Judge 
could properly find, that the men who packed these cheeses— 
who were in London, a place from which much Cheshire 
cheese is probably not exported—knew that they were doing 
wrong, or at all events, that they were aware that mischief 
might result, and that they improperly failed to inform 
themselves as to whether mischief would or would not result 
from it.” Then Lord Justice Brett says this: ‘‘ In a contract 
where the term ‘wilful misconduct’ is put as something 
different from and excluding negligence of every kind, it seems 
to me that it must mean the doing of something, or the omitting 
to do something, which it is wrong to do or to omit, where 
the person who is guilty of the act or the omission knows 
that the act which he is doing, or that which he is omitting 
to do, is a wrong thing to do or to omit; and it involves 
the knowledge of the person that the thing which he is doing 
is wrong; I think that if he knows that what he is doing 
will seriously damage the goods of a consignor, then he knows 
that what he is doing is a wrong thing to do; and also, 
as my Lord has put it, if it is brought to his notice that 
what he is doing, or omitting to do, may seriously 
endanger the things which are to be sent, and he wilfully 
persists in doing that against which he is warned, careless 
whether he may be doing damage or not, then I think he 
is doing a wrong thing, and that that is misconduct, and 


- that, as he does it intentionally, he is guilty of wilful 


misconduct; or if he does, or omits to do something 
which everybody must know is likely to endanger or damage 
the goods, then it follows that he is doing that which he 
knows to be a wrong thing to do. Care must be taken to 
ascertain that it is not only misconduct but wilful misconduct, 
and I think that those two terms together import a knowledge 
of wrong on the part of the person who is supposed to be 


jr d of the act of omission.”” Now Mr. Justice Romer 
ealing with that point says this: *‘But if that act or 
omission amounts to a breach of his duty, and therefore to 
negligence, is the person guilty of wilful negligence? In my 
opinion that question must be answered in the negative 
unless he knows that he is committing and intends to commit 
a breach of his duty, or is recklessly careless in the sense of 
not caring whether his act or omission is or is not a breach 
of duty.” 

Son with that summary of the result of the authorities I 
agree. It is said, and has been contended, that that view of 
the meaning of ‘‘ wilful neglect or default’’ is inconsistent 
with certain cases which have been decided in the Courts 
with reference to the duties of trustees, and also with the 
judgment, or what is supposed to be the true effect of the 
judgment, of Lord Justice Bowen in a vendor and purchaser’s 
case, In re Young & Harston’s Contract. Now, with all 
respect to Counsel who cited those trustee cases to us, I think 
there is great danger of being misled if we attempt to apply 
decisions as to the duties of trustees to a decision as to the 
conduct of persons in the position of the auditors in this case. 
In the case of trustees there are certain definite and precise 
rules of law as to what a trustee may, or may not, do in the 
execution of his trust, and it is no answer for a trustee to say, 
if, for example, he invests the trust property in his hands in a 
security which the law regards as an unauthorised security : 
‘**T honestly believed that I was justified in doing that.” No 
honest belief will justify him in committing that which is 
a breach of such a rule of law, and therefore the question 
which we have to determine in expressing a view on the 
construction of such words in a contract such as the present is 
not solved by seeing how such a question has been determined 
in matters relating to the duties of a trustee. With regard to 
In re Young & Harston’s Contract, when the judgment of 
Lord Justice Bowen is read in connection with the facts of 
that case it seems to me that it is not inconsistent with the 
decision either in Lewis v. Great Western Railway Company, 
or with that at which Mr. Justice Romer has arrived in the 
present case, and for this reason: In that case the default in 
question was that the man being under an obligation to 
execute, on September 8th, a conveyance of property which 
he had agreed to sell to somebody else, went abroad two days 
before, leaving no address, so that it was impossible for him 
to execute the conveyance on that day. Now it is plainly a 
default, not proceeding from ignorance, but plainly a wilful 
default, because he had himself put it out of his power, and 
apparently deliberately, to do that which he was bound to do 
on that day, and that was held to be wilful default. Then 
the words of Lord Justice Bowen must be read with reference 
to the facts of the case before him, and there is nothing in his 
analysis of the meaning of the word ‘‘default’’ and the 
meaning of the word ‘wilful’’ which in any way conflicts 
with what I venture to say I think is the true mode of dealing 
with the case of construction, not of either word by itself, but 
of the entire expression ‘‘ wilful neglect or default.’’ I think, 
therefore, that Mr. Justice Romer was quite right in arriving 
at the conclusion that a man is not guilty of ‘‘ wilful neglect 
or default ’’ unless he is either conscious that in doing the act 
which is compiained of, or in omitting to do the act which it 
is said he ought to have done, he is conscious, in doing that, 
or omitting to do that, that he was committing a breach of his 
duty, and also, as he said, recklessly careless whether it was a 
breach of duty or not. 

But then it is said that if the article has that effect, and if, 
as I think it does, it modifies the primi facie obligation of the 
auditor, it is contrary to the provisions of sect. 113 and 
sect. 215 of the Companies Act. Now, with all respect, I 
cannot agree. Sect. 113 does not lay down any rule at all as 
to the amount of care, or skill, or investigation, or anything 
of that sort, which is to be brought to bear by the auditor in 
performing the duties which are imposed upon him. All that 
the section imposes upon the auditor is the duty of making a 
report to the shareholders upon the accounts which the 
auditor examines, and of every balance-sheet laid before 
the company in general meeting during his tenure of office, 
and then the report is to state whether or not they have 
obtained all the information and explanations which they had 
required, and whether, in their opinion, the balance-sheet 
referred to in the report is properly drawn up so as to exhibit 
a true and correct view of the state of the company’s affairs, 
according to the best of their information and explanations 
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given to them and as shown by the books of the company. 
It says nothing as to what they are to do in order to form that 
opinion, or to ascertain the truth of the facts to which they 
are to certify. That is left to be determined by the general 
rules which, in point of law, are held to govern the duties of 
the auditor, whether those rules are to be derived from the 
ordinary law or from the terms under which they are to be 
employed. Article 150, therefore, in no way conflicts with 
sect. 113 of the Act of Parliament. Then with regard to 
sect. 215, if I am right in what I have already said, it is quite 
plain that nothing is referred to in that. section as a 
misfeasance except an act or default which would, having 
regard to the relations between the auditor and the company, 
be a misfeasance or a breach of trust causing a loss to the 
assets of the company, and if there is some act or omission on 
the part of the auditor which, by the provisions of Article 150 
in the present case, or a similar article in any other case, does 
not give rise to any liability to the company, then in m 
opinion it gives rise to no liability under sect. 215. I thin 
that is made perfectly plain, especially by the judgment, or 
' speech, of Lord Macnaghten in the case of Cavendish 
Bentinck v. Fenn (12 A.C., 652). I need not read it again, it 
has been read very often, and it has always been accepted as 
stating, and accurately stating, what was the settled law with 
regard to the construction of the corresponding section then 
in force to sect. 215 of the Companies (Consolidation) 
Act, 1918. It seems to me, therefore, that Article 150 has 
such effect as, according to its true construction, it ought to 
have on the obligations and liabilities of the auditors, and 
that Mr. Justice Romer was quite right in the conclusion at 
which he arrived in that respect. 

Now, that being the true construction, and the actual effect 
of Article 150, was there anything which the auditors in the 
present case either did, or omitted to do, which was such an 
act or omission, wilful default, or neglect on their part? 
I do not propose to go through the evidence in this case on 
that point. I think it is enough for me to read what 
Mr. Justice Romer says, and to say that I thoroughly agree 
with his conclusion. He says: ‘* I have heard Mr. Lepine’s 
evidence in the witness box, and I have inspected many of the 
numerous documents prepared by him for the purposes of the 
audits that he conducted. I am convinced that throughout 
the audits that he conducted he honestly and carefully 
discharged what he conceived to be the whole of his duty 
to the company. If in certain matters he fell short of his 
real duty it was because, in all good faith, he held a mistaken 
belief as to what that duty was.” It seems to me that, agreeing 
with that view, I must agree with the conclusion at which 
Mr. Justice Romer has arrived, that the application of the 
official receiver against the auditors fails. 

Now I only want to add this. Mr. Justice Romer came 
to the conclusion that, but for Article 150, he would have 
held, and did hold, that there was negligence on the part of 
the auditors in regard to the inspection of the securities which 
were, in fact, in the possession, or ought to have been in the 
possession of Ellis & Co., and as to which that firm gave 
a certificate which was accepted by the auditors. With 
regard to that, I only say this: We have not heard Mr. 
Stuart Bevan on that point, and it is at least arguable, I will 
not say more than that it is arguable, that in the particular 
circumstances of the present case there was not, in fact, 
negligence on the part of the auditors, even without 
reference to Article 150. I do not say that I differ from 
Mr. Justice Romer, I only think that it is fair to Mr. Lepine 
to say that not having heard Mr. Stuart Bevan on that point, 
the matter is one which is at least worthy of argument. 

On the whole, therefore, I agree that the appeal must 
be dismissed with costs. 


Lord Justice Sargant: I would examine the questions 
here in a different way from that in which they were 
presented to us. I will take the first question whether the 
terms of Article 150 are effective to limit or restrict the 
extent of the primé facie liability of the auditors. Now as to 
this the decisions in Coventry’s case (14 Ch., 66), and in 
Bentinck vy. Fenn (12 A.C., 652) conclusively established that 
sect. 215 of the Companies Act, 1908, which corresponds in 
almost precise words with the old sect. 165 of the Act of 1862 
is a procedure section only, and merely provides a summary 
remedy for enforcing in the liquidation of a company such 
liabilities as might have been enforced by the company itself, 


or by its liquidator, by means of an ordinary action. It is 
not immaterial to observe that in view of the fact that this 
principle had been clearly laid down in the Court of Appeal 
in the year 1862 with reference to sect. 165 of the Companies 
Act, 1862, the provisions of that section with no substantial 
change are re-enacted by sect. 215 of the Companies 
(Consolidation) Act, 1908. In so re-enacting this section it is 
in my judgment impossible to suppose that the legislature 
meant to give to the re-enacting section a meaning different 
from that so authoritatively attributed to the similar section 
which it replaced. We have therefore to consider whether if 
the company here had brought an action against the auditors 
for neglect or default the defendants would have been 
entitled to avail themselves of the protection given to them by 
the article in question. I can see no reason why they should 
not doso. The article does not limit the nature or extent of 
the auditor’s duties under sect. 113. It is in no way contrary 
to the scheme of the Act, and such cases as the Peveril 
Coal Mines, Limited ( (1898) 1 Ch., 122), and Payne vy. Cork 
Company, Limited ( (1900) 1 Ch., 308) seem to me to have no 
application whatever to this case. The article merely operates 
to limit the liability of the officers of the company by 
relieving them from the consequences of certain kinds of 
neglect or default. It might as well be said that a clause 
of this kind in trust deeds should be inoperative, because it 
would tend to induce trustees to be negligent of the interests 
of their cestui que trusts. The truth is that such restrictions 
on liability may, and I think often do, operate to protect 
rather than harm beneficiaries, because they prevent honest 
and responsible persons from being frightened away from 
accepting an office which might otherwise involve them in 
various unmerited and unexpected losses, notwithstanding 
perfect honesty on their part. 

Now, that being so, we have to consider how the matter 
would stand if.the company themselves were suing the 
auditors, and for this purpose we must deal with the question 
as to what is the extent of the protection given to the auditors 
by reason of the latter half of Article 150. What is the 
meaning of the exception ‘‘ wilful neglect or default’’ in that 
article. Mr. Justice Romer has analysed with great care the 
cases on the subject, and in my opinion he has, as the result 
of that analysis, come to a correct conclusion. In my 
judgment the word ‘‘ wilful ’’ in this phrase is of importance, 
and means that the officer in question is consciously acting, 
or failing to act, in a reprehensible manner. It may no 
doubt be for him to show that this is so, and I do not think he 
would be protected if he simply failed to give any consideration 
at all to the question of his duties, if he acted recklessly and 
without caring whether he was fulfilling them or not. But, 
in my judgment, these words excuse an officer if through mere 
inadvertence or error of judgment, and while endeavouring 
honestly to carry out his duty he does or omits to do 
something which apart from these words might have rendered 
him liable. I need not carry the definition further for it 
will be seen that this is enough in my view, having regard 
to the view I take of the facts. As to the facts it seems to 
me there is little (if any) dispute. They have been most 
carefully and exhaustively stated by Mr. Justice Romer in 
his admirable judgment, and it is unnecessary to recapitulate 
them. But there are two considerations on which special 
stress should be laid. The first is the very great care exercised 
by Mr. Lepine in the performance of his duties, a circumstance 
to which marked attention is shown in the judgment of the 
learned Judge. There was obviously on the part of the auditors 
an honest and diligent performance of their duties to the best 
of their ability, and that is a fact of the utmost importance. 
The second is this, that in this particular case Mr. Lepine was 
in fact dealing with a most unusual state of things, a 
combination in Mr. Bevan of exceptional ability, exceptional 
reputation and quite exceptional roguery. Mr. Bevan had 
succeeded in deceiving not only all the other directors of the 
company, but all his numerous partners in the firm of Ellisand 
Co., and he was compelled on behalf of Ellis & Co. to cause 
corroboration to be given to statements made by the company, 
independent corroboration by innocent persons, his own 
partners, although those persons had in fact derived their 
information from Mr. Bevan himself. Now Mr. Bennett in 
his concise argument, none the less meritorious because of its 
conciseness, suggested that the statement in the balance-sheet 
made a gradual and increasing divergence from the truth, 
and in so doing was inspired by someone in the und 
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who was trying more and more to conceal the real state of 
things. I suppose he meant by Mr. Bevan, or possibly by 
Mr. Mansell. But I think that this circumstance is rather 
in favour of the auditors than against them. If these 
statements had been made on the initiative of the auditors 
themselves there might have been some ground for some 
suspicion, but when what they do is to adopt the phraseology 
of a rogue and fail to detect the implications arising from 
that phraseology it seems to me that the circumstance that that 
is all they are doing is one very definitely in their favour. 

Now the heads under which the auditors were sought to be 
rendered liable are summarised very clearly by Mr. Justice 
Romer in that part of the judgment which is to be found at 
page 1158 of the record. As regards the first two heads I do 
not propose to say anything. 1 only deal with the last head, 
namely, that connected with the leaving of the securities in 
the custody of the brokers. In the first place, I think that the 
strict rules as to trustees do not necessarily apply to limited 
companies in all their regard. Trustees are dealing with 
other people’s property. Limited companies are dealing 
with their own funds. It may well be that certain companies 
may find it advantageous to allow brokers or agents to hold 
or to have free access to securities which trustees are not 
entitled to do. That is a matter, it seems to me, for the 
internal regulation of a company, having regard to the 
character of its business. Speaking generally, 1 should have 
thought it was inadvisable to leave marketable securities with 
brokers or other persons not accustomed, like bankers or 
safe deposit companies, to hold and keep securities as part 
of their ordinary business, and in any ordinary case I think it 
would be desirable that auditors should call attention to and 
require some justification for a practice of this kind. But the 
matter seems to me to be essentially one of degree, and one 
which is not regulated by the definite strict rules which govern 
the conduct of trustees in such matters. In. the next place, 
I want to say this, that in my judgment it would not be 
right that auditors should deliberately adopt a standard of 
verification less than the ordinary, below the ordinary standard, 
because the persons with whom they are dealing are persons 
of specially high reputation. It would be dangerous to adopt 
any such lower standard on account of that circumstance. 
But I cannot find that the auditors here did deliberately adopt 
any lower standard of that kind. Mr. Lepine was, in my view, 
adopting the standard which he thought was the proper 
standard, and one that was not definitely below any standard 
to which he was accustomed in ordinary transactions. 
Here I wish to express my opinion, that undue stress was 
laid by the appellants on the effect of the evidence of 
Mr. Van de Linde and Mr. Cash. Counsel seemed to treat 
the practice of those persons as if it had been embodied ina 
written or printed code. I think that is to treat the matter 
altogether too rigidly, and even taking the practice of 
Mr. Van de Linde and Mr. Cash as they stated it before the 
Court, there was a considerable border line of undefined 
territory in which the auditor had to be guided by his own 
personal view of what was sufficient in all the circumstances 
of the case. In my judgment, therefore, it is impossible to 
treat Mr. Lepine as having definitely gone contrary to a well 
defined or well recognised practice such as could only have 
been justified in most exceptional circumstances. 

Now, I desire to add this, a matter to which Lord Justice 
Warrington has referred, I do not wish to definitely say that I 
agree with the view that has been given by Mr. Justice Romer, 
that apart from Article 150 the auditors would have been 
liable. We have not heard on that point any argument on 
behalf of the auditors, and I can quite see that there might be 
an argument of considerable force which might be addressed 
to us to prevent our holding that they were neglectful or were 
in default apart from the special provisions of that article. 
But having regard to the provisions of that article, and baving 
come to the conclusion as I have that the very most that can 
be said against Mr. Lepine is that he committed an honest 


_ error of judgment, I am clearly of opinion that he is protected, 


even if he were otherwise liable, by the special and concluding 
words of Article 150. 


The Master or tHe Rois: The appeal is dismissed with 
costs. 


Mr. A. F. Topham, K.C., Mr. C. A. Bennett, K.C., and 
Mr. H. A. H. Christie (instructed by Messrs. Linklaters and 


Paines) appeared as counsel for the appellant, the Official 
Receiver as liquidator. 

Mr. Stuart Bevan, K.C., and Mr. George Phillips (instructed 
by Mr. W. S. Pennefather (Stoneham & Sons)) appeared as 
counsel for the respondents, Messrs. Langton & Lepine. 


Anditors and the Waluation of 
Assets. 


A Lecture delivered before the Incorporated Accountants’ 
Students’ Society of London by 


Mr. C. W. BRADDY, ACA., 
INCORPORATED ACCOUNTANT. 


The chair was occupied by Mr. W. McInrosn Wayre, 
Incorporated Accountant. 
Mr. Brappy said: The value placed upon assets in a 
balance-sheet is of vital importance, as on such valuation 
depends the amount of profit or loss shown by a business. 


ASCERTAINMENT OF ProriT oR Loss. 

It is not absolutely necessary, in order to arrive at the profit 
or loss for a trading period, to extract a trial balance and 
prepare therefrom a profit and loss account. Although rather 
unusual, it is possible to ascertain the profit or loss of a sole 
trader or a partnership by placing the liabilities and opening 
capital on one side of an account and the assets at their 
present value on the other. If the total of the assets exceeds 
that of the liabilities and opening capital the difference is the 
profit (or loss if the total assets are the smaller), assuming 
that no capital has been paid in and no drawings have been 
made during the period. If it is found that fresh capital has 
been introduced it should be added to the opening balance, 
while drawings should be deducted, or preferably shown on 
the other side. The balance will then be the true profit or 
loss of the period, provided that no liabilities or assets have 
been omitted. The result of a company’s working could be 
ascertained in a similar manner, except that it would be 
necessary to treat in similar manner to opening capital the 
credit balance (if any) brought forward on the profit and loss 
account, and to deal with dividends paid during the pericd as 
drawings. This method of ascertaining trading results is very 
useful when a client refuses to believe that his profits are as 
large as the profit and loss account shows. 

If on the other hand final accounts are prepared in the 
ordinary manner, it will be found that if the difference between 
the book value of the fixed assets and the amount at which they 
are valued in the account described above be written off as 
depreciation the balance of the profit and loss account will 
agree with the profit or loss ascertained under the other 
method. 

It will be observed that the profit and loss account under 
the second method proves the accuracy of the account or 
statement of assets and liabilities drawn up for the purpose of 
ascertaining the profit or loss under the method originally 
described, although the systems employed to achieve this . 
result are quite distinct. 

It follows that if an asset is over valued or under valued 
the profit and loss account for the period is directly affected, and 
therefore it is most desirable that the valuations in the balance- 
sheet are made on a thoroughly sound basis. It is the profit 
and loss account (or the balance thereof) rather than the 
balance-sheet to which the average investor in the ordinary 
shares of a commercial undertaking directs his attention. 
The past and present profits and future prospects of the 
company appear to him to be the only important factors in 
deciding the value of shares. The security behind the shares, 
in other words the real value of the assets, compared with the 
total of the present market value of the shares, is apparently a 
matter of little importance. 

The balance-sheet, however, is the important document in 
the eyes of the law, as it shows the financial position of the 
undertaking, and it is on this that the auditor reports to 
the shareholders. The trading and profit and loss accounts 
show a summary of the revenue transactions of the trading 
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- period only, and the net result thereof, and are regarded as 
being subsidiary to the balance-sheet. Many people believe 
that a balance-sheet, having been audited, shows the exact 
position of a business and the exact value of the assets. On 
the contrary all that can be claimed for it is that it shows, as 
near as human knowledge and judgment can show, the 
financial position after the assets have been valued in 
accordance with certain generally accepted rules, some of 
which have at various times received the approval of the 
Courts. 
CuassEs or Assets. 

Assets are usually divided into two main classes, fixed and 
floating. 

Fixed assets are defined as being ‘‘ those of a permanent 
nature, by means of which the business is carried on, and 
which are held for the purpose of earning income and not for 
the purpose of sale, e.g., land, buildings, plant and machinery, 
&c.’’ In economics the term used is ‘‘ fixed capital,’ which 
is described as that which is capable of fulfilling its office in 
production more than once as distinct from ‘circulating 
capital,” which fulfils the whole of its office in production by 
a single use. Floating assets are those in which the business 
deals and which are produced or acquired for the purpose of 
sale. These assets consist of cash, and those which are held 
with a view to converting into cash, such as stock and 
book debts. 

It should be noted that an asset may be ‘‘fixed’’ in one 
business and ‘‘ floating” in another according to the use to 
which it is put, e.g., the motor cars and lorries are fixed assets 
when used for transport, but are ‘‘ floating’’ when held for 
sale by motor manufacturers or dealers. War Loan is a fixed 
asset if held by a trust company but is a floating asset if 
purchased merely as a temporary investment by a company 
with an excess of working capital. 


Basis or VauuaTion or Frxep Assets. 

Fixed assets, according to a generally accepted rule, should 
be valued at not more than cost price, and if they depreciate 
through use or eflluxion of time (as is the case with the 
majority except freehold land) the estimated amount of such 
depreciation should be written off to profit and loss account at 
the end of each trading period, in order that the income of 
that period may bear the full cost to the business of earning 
such income. 

This method of valuation ignores any variation in the 
market value of the assets, no matter what the amount. 
A company’s factory may have been erected at a time when 
land, materials and labour were cheap, and consequently its 
present day value may be three times the amount at which it 
stands in the books. On the other hand the machinery, 
although kept in thorough repair and working satisfactorily, 
may, owing to improvements in the latest type of machine, 
be unsaleable except as scrap. In neither case, under a strict 
interpretation of the rule, would any alteration be made in the 
book value of either asset other than the annual amount of 
depreciation. The reason for this is that both assets are held 
by the company for the purpose of carrying on its business, 
and not with a view to sale. The market price, which 
might fluctuate from year to year, does not affect the carrying 
on of the business, and as it is not anticipated that the 
company will go into liquidation it would not be correct to 
value the assets at the ‘‘break-up”’ price which would be 
realised in the event of a forced sale. If the value of the 
factory be written up to its present worth for sale it might be 
found at a future date that the value was then over stated in 
the balance-sheet by reason of the cost of building having 
fallen considerably since the re-valuation took place. As 
regards the machinery, it would be contended that the 
introduction of improvements in the type of machine now 
being manufactured has not affected its worth to the business, 
and as the amount annually provided for depreciation is 
sufficient to write it down to “scrap” value at the end of its 
life, no further provision need be made. Some business 
men, however, would further reduce its value under these 
circumstances. 

VALUATION FROM THE LEGAL STANDPOINT. 

The legal position as regards depreciation of fixed assets is 
not altogether clear as the result of several cases on the 
subject. In Lee v. The Neuchatel Asphalte Company, Limited 
(1889), it was held that a company owning asphalte mines 


may by its articles authorise the distribution of profits which 
were arrived at before making good the depreciation of its 
fixed assets. 

In Wilmer v. M’Namara & Co., Limited (1895) it was 
decided that a transport company could not be restrained 
from declaring a dividend out of current profits because no 
provision had been made for depreciation of fixed assets, viz, 
goodwill and plant. 

In Dovey v. Cory (part of National Bank of Wales case 
(1901) ) the Court of Appeal had allowed it to be understood 
that a dividend might be paid without making proper 
provision for bad debts, but it would appear from the Lord 
Chancellor’s remarks, although he was not called upon to 
give judgment on this question, that each case must be 
decided on its merits and according to the memorandum and 
articles of association of the company concerned. 

In a subsequent case (Bond v. Barrow Hematite Steel 
Company, Limited (1902)) it was decided that leases of 
mines, and furnaces erected to smelt the ore obtained, were 
floating capital, the purchase of the mines being compared 
with purchases in advance of large quantities of ore, which 
to a steel company would be a floating asset. Therefore 
when the mining leases were surrendered and the furnaces 
dismantled it was held that the loss was chargeable against 
the company’s profits. 

Although it would appear from these decisions that a 
company need not make provision for depreciation of fixed 
assets it is nevertheless not debarred from doing so, and the 
majority of companies do in fact make good their capital 
losses out of profits. Lord Justice Lindley recognised this 
when he said in the Verner case: ‘* The broad question raised 
by this appeal is whether a limited company which has lost 
part of its capital can lawfully declare or pay a dividend 
without first making good the capital which bas been lost? 
I have no doubt it can—that is to say, there is no law which 
prevents it in all cases and under all circumstances. Such a 
proceeding may sometimes be very imprudent, but a proceeding 
may be perfectly legal and may yet be opposed to sound 
commercial principles.” 

The question sometimes arises, Is it legal for a company to 
re-value its assets? In the case of Foster v. I'he New Trinidad 
Lake Asphalte Company, Limited (1901), it was held that a 
profit on the realisation of part of the fixed assets could not be 
distributed unless such surplus remained after a re-valuation 
of the whole of the assets. In T’he Ammonia Soda Company, 
Limited, v. A. Chamberlain and Others, the company had a 
debit balance on its profit and loss account, but after a thick 
bed of rock salt had been discovered on its property the 
directors decided to write up the value of the land by an 
amount exceeding the debit balance, and to extinguish the 
latter. It was decided that ‘the directors in acting as they did 
were merely stating in their balance-sheet what, upon reasonable 
grounds, they believed to be the real value of their ussets.”’ 

It would appear therefore that a company whose premises 
and plant and machinery are considerably under valued 
in its balance-sheet could have these assets re-valued, and, 
assuming the re-valuation is a genuine one, apply the surplus 
to reduce or extinguish goodwill or any other asset which 
was considered to be over valued. 

Some companies which were compelled to expend large 
sums in fixed assets during the war period and immediately 
after, have written down these assets, out of capital reserves 
or revenue, in order to bring them into line as regards 
depreciation with similar assets purchased before the war, 
on the ground that the high prices were only temporary. 
Other companies formed during the “boom” period find 
themselves at a great disadvantage compared with their 
competitors, owing to their assets standing at such inflated 
values that the depreciation charges necessary are so heavy 
that the cost of production is much higher than that of 
other concerns whose assets were purchased at more 
favourable prices. 

The following summarises the position from the point of 
view of commercial practice :— 

(1) Fixed assets are valued at cost less -the estimated 
amount in relation to cost by which they have depreciated 
either through wear and tear or effluxion of time. 


Fluctuations in market value are ignored. 


(2) Assets should not be written up, unless they have 
been over-depreciated in the past. It may be considered, 


Aveust, 1924.) 


THE INCORPORATED ACCOUNTANTS’ JOURNAL. 


295 


however, that the writing up of one asset and the 
application of the surplus to writing down another, in 
order to bring the book value of each nearer to the 
present values, may be defended. In this case, of course, 
the re-valuation should be apparent on the face of the 
balance-sheet. 

From the legal standpoint, the following is the position :— 

(1) Fixed capital which has been lost need not be 
replaced out of current profits unless the regulations 
of the company require it. 

(2) Assets may be re-valued, provided it is done honestly 
and with the approval of the shareholders. 

The effect of providing for depreciation, assuming the 
amount is adequate, is that the capital of the business is 
kept intact by reserving out of income such an amount as 
is sufficient to repluce the assets when they cease to be of use. 
It is sometimes contended, and I think rightly, that where an 
asset will eventually have to be replaced, it is sounder to base 
the annual provision for depreciation on replacement cost 
rather than original cost. If depreciation is not provided for, 
the profits of the early years of the undertaking will have 
been over-stated, and when replacements become necessary, 
either (1) the cost must be charged against profits, thus 
obscuring the trading result for the year, or (2) part of the 
working capital will have to be used for the purchase and 
the asset account debited, thus showing the latter at more 
than its real value, or (3) fresh capital will have to be provided, 
in which case also the asset account will be over-stated and 
the original capital will not be intact. Depreciation may 
either be deducted from the asset or shown as a reserve on 
the debit side of the balance-sheet. 


Basis oF VaLuATION oF FLOATING ASSETS. 

Floating assets (or circulating capital) should in all cases 
according to the general rule be valued at cost or market 
price, whichever is lower at the date of the balance-sheet, as 
they are only held for re-sale. If goods are valued at more 
than cost, a profit is being taken which may never be earned, 
as it may be impossible to sell them at the stocktaking price. 
If it is possible to buy the goods more cheaply at the date of 
the balance-sheet the loss should be borne by the old year in 
which it was incurred. The carrying out of this general rule 
prevents the new year from being handicapped by any losses 
properly chargeable to the old, and the distribution of profits 
which have not been realised. 

Commercial practice agrees in this instance with the 
opinions of the Judges, which are shown by the following 
remarks of Lord Justice Lindley in the Verner case, 
“Fixed capital may be sunk and lost, and yet the excess of 
current receipts over current payments may be divided, but 
floating or circulating capital must be kept up, as otherwise 
it will enter into and form part of such excess, in which case 
to divide such excess without deducting the capital which 
forms part of it will be contrary to law.” 


Tue Avuprtor’s Duties. 

The duties of the auditor now call for consideration. 
According to the Companies Acts, as interpreted by the 
Courts, his duties appear to be :— 

(1) To ascertain and state the true financial position of 
the company. In order to do so, he must use reasonable 
care and skill in making inquiries and investigations to 
satisfy himself— 

(a) That all the transactions of the business are recorded 

in the books produced to him. 

(b) That no errors of principle have been committed in 
recording these transactions. 

(c) That the balance-sheet is properly drawn up. 

(d) That it shows the correct position of the company’s 
affairs according to the books and the explanations 
given him. 

(e) That it is the true position according to the best of 
his knowledge. 

(2) To report to the shareholders in accordance with 

sect. 113 of the Companies (Consolidation) Act, 1908. 

It has also been declared by learned Judges that it is not 
his duty— 

\ (1) To give advice to directors or shareholders. 

(2) To guarantee that the books do correctly show the 
true position. 


(3) To guarantee that the balance-sheet is accurate 
according to the books, as if he did so he would be 
responsible for an error due to the fraudulent concealment 
of a book from him. 

(4) To take stock. 

(5) To act as a valuer. 

In addition it is not his duty to amend the balance-sheet. 
In fact, he has no power to do so. The valuation of assets 
and the preparation of the balance-sheet are duties of the 
directors and officers of the company. 

If the auditor is unable to induce the directors to make any 
alteration or addition which he considers necessary, it is his 
duty to refer to the matter in his report to the shareholders. 

The following are examples of points which should be 
mentioned :— 

(1) That the value of the lease of the business premises 
remains in the balance-sheet at cost, notwithstanding the 
fact that one-half of the period for which it was granted 
has expired. 

(2) That stock has been valued at market price, although 
the latter is higher than cost. 

(3) That the stock on a consignment abroad has been 
brought in at cost in spite of the inability to obtain more 
than 60 per cent. of such price in the case of the portion 
already sold. 

(4) ‘That in his opinion the reserve for bad and doubtful 
debts is inadequate. 

(5) That a considerable number of the debtors are 
in France and Belgium, and that goods having been 
invoiced to them in francs, that in his opinion a reserve 
should be created to meet the loss on exchange which 
will be incurred. 

(6) That some of the investments consist of partly-paid 
shares, that calls amounting to £5,000 in respect of two 
of these have been made upon the company since the 
close of the financial year, and that in his opinion 
the fact that at the end of the financial year there was a 
contingent liability for calls should be stated on the 
balance-sheet. 

(7) That the investment in a subsidiary company is 
shown at cost, although there was a debit balance of 
£100,000 on profit and loss account, according to the 
balance-sheet at December 31st last. 

(8) That the value placed against the investments in 
the balance-sheet is cost, whereas the market value 
at the date of the balance-sheet was less by 20 per cent. 

It is now proposed to deal with the assets individually. 


Lanp. 


This asset is generally valued at cost plus the legal 
expenses in connection therewith, and as it usually tends to 
increase in value there is seldom any question of depreciation. 
If there is any appreciation it should not be taken into 
account for balance-sheet purposes, but the asset kept at its 
actual cost. 

It is only in very rare instances that the value of land falls, 
and when this happens the asset is usually kept in the books 
at cost until it is sold, and any loss incurred is then 
written off. 

In the case of the splitting up of large estates, where it is 
not desired to postpone a distribution of profits until every 
plot has been sold, the method is sometimes adopted of having 
the estate valued, plot by plot, by an independent valuer. 
The difference between the valuation and the cost price is 
then spread over all the plots pro ratu and deducted from the 
separate valuations. The result is that the estimated cost 
price of each plot is ascertained, and any surplus realised 
over this figure is carried to profit and loss account. 


BurLpines. 

As with other fixed assets, these should be valued at cost, 
but the auditor should see that proper provision is made for 
depreciation. In the case of freehold buildings, their 
estimated life is calculated and a sum written off each year, 
sometimes on the diminishing value and sometimes on the 
sinking fund principle. Under the former method the charge 
to profit and loss account decreases as the cost of repairs 
becomes heavier, whereas under the sinking fund principle the 
debit to revenue increases. 

As regards leasehold buildings, it should be seen that the 
method adopted to calculate depreciation is sound and that 
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the annual charge is sufficient to write off the cost of the lease 
‘and any fixtures by the date of surrender, and to provide for 
the estimated amount of dilapidations. 

If additions have been carried out to the buildings it should 
be ascertained that they are properly chargeable to capital 
and that an addition to the Segtesintion charge is made in 
respect of them 

FurNITURE AND Firrines. 

The auditor should see that the depreciation appears to be 
. adequate, and that in the absence of fresh capital expenditure 
the asset does not tend to increase from year to year, the 
cause being that insufficient depreciation is being written off. 
This remark also applies to plate, glass, china, &c., in hotel 
accounts in cases where replacements are not charged to 
revenue. 

PATENTS. 

These are now granted for sixteen instead of fourteen 
years, although in the majority of the continental countries 
the term is fifteen years. It should be seen that the patents 
are valued at not more than cost, and that the method of 
calculating depreciation is sound. Where they are. not 
‘purchased it is usual to charge all expenses up to and 
including the sealing fee to capital. The renewal fees area 
revenue charge, and it should be seen that they have not 
been included in the cost. 

Although it is desirable that depreciation be written off 
over the term of the grant, it is not always done, as in many 
cases a value remains after the expiration of the term. On 
the other hand, a patent sometimes becomes valueless, or 


practically so, long before the expiration of term for which it | 


was granted 
Piant AND MACHINERY. 


It is usually very difficult for the auditor to satisfy 
himself as to the value of this asset, and all he can do is to 


ascertain that depreciation is calculated on an apparently. 


sound basis. He should carefully examine all expenditure 
charged to the asset during the year, and where additions 
have been carried out by the company’s own workmen, and 
oncost, in addition to material and labour, has been added 
he should satisfy himself that the amount charged is 
reasonable. Where plant and machinery has been scrapped 
it should be seen that any balance remaining on account of 
the scrapped portion is written off. Ifa plant register is kept 
the auditor’s work is greatly facilitated. 

It is sometimes possible to detect the insufficient writing off 
of depreciation by the value of the asset increasing over a 
term of years. From the auditor’s point of view an 
occasional re-valuation is advantageous, and he should 
endeavour to obtain this if the amount is considerable. 

No hard and fast rules can be laid down as to the amount 
which should be written off in any one year. The 
employment of night shifts or the working of short time 
affect the question. It is for the directors or officials to 
decide the rate to be written off. 


, Loose Toots. 

These are usually re-valued each year, and the value 
should be certified by the works manager. The amount 
should be compared with the previous year, and any large 
difference inquired into. 

Horses. 

The basis of valuation should be examined. In some cases 
an annual re-valuation is made, while in others depreciation 
is written off over the estimated life of the animals. Where 
some of the horses were purchased at the high prices ruling 
during the war a much higher rate of depreciation is 
sometimes written off these animals for a few years until 
they stand at a normal figure. 


Carts AND VANs. 

If there is a large quantity of these it is usual to write off 
very little, if any, depreciation, and to maintain the asset out 
of revenue. 

Goopwit. 

This should not be valued at more than its cost price, and 
the amount at which it is shown bears no relation to its real 
value. If possible it should be written off or a reserve created 
against it, thus improving the appearance of the balance-sheet. 


Moror Cars anp LorRIEs. 
These should be valued at cost, less a substantial rate of 
depreciation (20 per cent. to 25 per cent.). 


Srocx. 

The valuation of stock in trade is one of the most 
important and at the same time one of the most difficult of 
the auditor’s tasks. As the amount is often considerable it 
follows that special care should be exercised to see that the 
asset is brought into the balance-sheet as nearly as possible at 
its correct value, as if this is not done the accounts will show 
an incorrect result. 

In pre-war days it was possible in a large number of 
instances to get an approximate check on the value of the 
stock by comparing the rate of gross profit on turnover with 
that of — periods. Owing to the fluctuations in 
wages and in the cost of materials in recent years the value of 
this check has greatly diminished. 

The general rule is that stock, being a floating asset, should 
be valued at cost or market price, whichever is the lower at 
the date of the balance-sheet. The object of this rule is to 
prevent the taking and possible distribution of profit which 
may never be earned, and to avoid burdening the next year’s 
trading. An additional reason why profit should not be 
overstated is that income tax is payable thereon. The 
“market price” referred to is the price at which similar goods 
can be purchased by the seller. 

This rule is subject to variations in practice, some of which 
are as follows :— 

(1) Rubber, tea and other produce in the accounts of 
the producers are usually valued at selling price less a 
generous deduction for freight (if any), storage and 
selling charges. The reason is that it is desired to show 
“ crop for each year and the amount it realised. 

aga more expensive metals are usually dealt with 
on this basis. 

(3) Raw materials which the purchaser will use in 
manufacture and not sell in their raw state are usuall 
taken at cost, even though the market has fallen. It 
would be incorrect to write down the value of one material 
used in manufactnre and ignore the fact that another had 
appreciated. 


Raw materials should be valued according to the general 
rule, but the cost of any expenses such as duty or carriage 
should be added. 


Partly Finished Goods.—These should be valued at the cost 
of the raw materials plus the wages expended in bringing the 
product to its present state. Differences of opinion exist as to 
whether direct expenses only should be added or whether 
it is permissible to include a percentage for factory oncost. 
It is safer not to take the latter into account, as it may be 
found that the stock cannot stand the additional charges 
when markets are falling. If the stock only varies from 
year to year within narrow limits, the results are not affected 
to any great extent if oncost is ignored, but if the variation 
is considerable there is much to be said for the inclusion of 
factory oncost. 

Finished Goods.—These should not be valued in excess of 
cost, and if it is possible to buy them outside the business at 
less than this price, the lower figure should be substituted 
in the stock sheets. 

Although it has been decided that an auditor is not 
responsible for the taking of stock, and that he is entitled to 
accept the certificate of a responsible official, he should earry 
out an examination of the stock sheets in order to ascertain 
whether the value appearing in the balance-sheetappears to have 
been arrived at on sound principles. To do this he should— 

(1) Cast the sheets. 

(2) Test the extensions, particularly the larger items. 

(3) In the case of goods which have been purchased, 
test the prices with recent invoices. As regards old 
stock, it should be seen that it is not taken at more than 
it is likely to realise. 

(4) Ascertain by comparing the sales and goods outwards 
books (or sheets) that all goods included as sales in the 
last few days of the trading period were despatched in 
the old year and were not included in stock. 

(5) Examine first invoice file of new period to see if 
any invoices of the old year are included. If so, ascertain 


=a 
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from the goods inwards books (or sheets) that the goods 
were not received till the new year or that they were 
excluded from stock. 

(6) Examine the goods inwards book for the last few 
days of the old period and see that the invoices for these 
goods have been charged. to purchases. If the goods 
inwards book is referenced to the invoice and vice versd, 
much time is saved. : 

(7) Test the stock sheets with the quantity accounts 
(if any), or with the cost books or other records in the 
case of a manufacturing concern. If none are kept, 
the auditor can only attempt to check the basis of 
calculation to see that it appears reasonable and that 
the oncost charged is not excessive. 


In some businesses where the articles are comparatively few 
in number, or of high value, e.g., an art dealer’s, the stock 
can be verified by checking the purchases and sales into the 
stock books and checking the unsold items on to the stock sheets. 

A rubber company’s stock can be verified by checking off 
the sales against the estate manager’s details of crop shipped. 

In practice it is sometimes difficult to ascertain what the 
actual cost is owing to the stock having been bought at varying 
prices. In such cases it is usual to take the price at the close 
of the financial period, or to obtain an average price for the 
period during which the goods were purchased. 


Desrors. 

When checking the balances on the sales ledger, the 
auditor should watch the following points, in order that he 
may satisfy himself as to the value of the debts and whether 
the bad debts reserve is adequate :— 

(1) The composition of the debt. It should be seen 
that the amount shown as outstanding covers the last 
debits and that it does not represent old amounts which 
are in dispute, or may even have been paid. 

(2) The date when the debt was incurred, and whether 
the time it has been outstanding is unreasonable, having 
regard to the term of credit usually given. 

(3) Whether the length of credit taken on any account 
is increasing. This suggests weakness in the debtor’s 
financial position. 

(4) Whether any part of the balance represents goods 
on approval or on ‘sale or return.” 

(5) Whether notes appear on the account showing that 
the concern is in bankruptcy or liquidation, .or that a 
receiver has been appointed. 

(6) Whether any dishonoured bills have been debited. 

(7) That a reserve for discounts is made, if it is the 
practice to reserve for them, and that the amount appears 
adequate. 

Brits RECEIVABLE. 

The auditor should see that the proceeds of those bills which 
became payable between the end of the trading period and 
the date of the audit have been received. If any have been 
dishonoured or renewed, it should be considered whether a 
reserve for a possible logs is necessary. 


, INVESTMENTS. 

British Government and other Securities.—These are usually 
valued at cost. If, however, there has been a permanent fall 
in value it is a sound principle to provide for the depreciation, 
especially if they are only held temporarily. If, on the other 
hand, they are not likely to be realised until redemption, no 
objection need be raised to their remaining at cost price. 

The value should not be written up, as the rise may be 
-only temporary. 

Shares in Companies for Investment Purposes.—These are 

usually valued at cost, but it is desirable that depreciation 
should be written off if the price has fallen. It is quite 
legitimate, however, to re-value the investments as a whole 
‘and only provide the amount (if any) by which the total of the 
re-valuation falls short of the book value. An appreciation in 
value should not be taken to credit. The auditor should 
ascertain the market value of the shares quoted on the Stock 
Exchange either in the official or supplementary lists, and to 
satisfy himself as to the value of those not quoted he should 
obtain any information he can as to earnings, dividends, &c., 
from balance-sheets and reports. 


Shares in Companies for Trade .—It is usual to 
keep these at cost, as the market price and dividends paid are 
not a true index of the value of the shares to the company. 
The investment has in all probability been made either to 
ensure supplies of raw material or to find an outlet for the 
company’s products. 


If the market value of the investments is less than the book 
value and the loss is not written off, the auditor should 
endeavour to have a note of the former placed on the 
balance-sheet, or failing this, the addition made of the words 
‘‘at cost.”” If the directors refuse to do this, and the 
difference is a material one, the report to the shareholders 
should give the market value. The contingent liability in 
respect of partly paid shares should also appear on the 
balance-sheet. 

All shares in the names of directors or other nominees 
should be covered by a deed of trust. It is frequently found, 
however, that all the auditor can obtain is a blank transfer or 
letter stating that the investments are held on behalf of the 
company. If stocks or shares are deposited as security for 
loans, &c., the fact should be noted in the balance-sheet. 

The grouping of Government securities and shares in 
companies in one total is to be deprecated, and the auditor 
should endeavour to arrange for each class to be shown 
separately. 

Shares in Subsidiary Companies.—The practice of most 
companies is to show simply the cost of the shares, with the 
result that the public has no indication of the financial 
position of the subsidiary companies. Although the parent 
company cannot be expected to adjust the value of its 
investments from year to year, it is submitted that its 
balance-sheet should contain at least a note of the amount of 
the assets after deduction of creditors in order that an opinion 
could be formed as to the value of the investment. One 
advantage from the shareholders’ point of view would be that 
a debit balance on profit and loss account, if one existed, 
would be disclosed. 

Casu. 

Foreign Deposits and Foreign Currency in Hand.—These 
should be re-valued on the basis of the rate ruling at the date 
of the balance-sheet, and any deficiency shown on the total 
re-valuation should strictly be written off to profit and loss. 
If the valuation exceeds the cost it is unwise to take credit for 
the profit, as in the present uncertainty of the exchanges such 
profit nay never be realised. 


In this paper I have only dealt with the duties of the 
auditor to a limited company. 

As regards the accounts of a partnership or sole trader, the 
auditor should draw the proprietor’s attention to special 

ints as he would do in the case of a company, but in more 

etail. In my opinion a reference to this report should be 
made on the balance-sheet. 

The metbod of valuation outlined above only applies to the 
annual accounts of a business. For the introduction of a new 
partner or the retirement or death of an existing partner, the 
sale of a business or the transfer of one to a company, 
the assets should be valued, generally speaking, at their 
market value. 

In this paper I have purposely raised points on which there 
may be differences of opinion, and I trust that the older 
members of the Society will give us the benefit of their 
experience. 


Major R. T. Little, F.S.A.A.,*Senior Assistant Treasurer 
of the Palestine Government, is at present holding the 
appointment of Commissioner for Palestine at the British 
Empire Exhibition. 


In the list of successful candidates in the Final examination 
of the Society of Incorporated Accountants and Auditors the 
description and address against the name of the following 
candidate should have read :— 


Benton, Ricnuarp Leonarp, Clerk to Edward Swallow, 
ao Accountant, Bank Chambers, Market Place, 
Peter 


ugh. 
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Scottish Antes. 


(FROM OUR CORRESPONDENT.) 


Scottish Branch of the Society—Annual Meeting. 


The 44th annual meeting of the Scottish Institute of 
Accountants (the Scottish Branch of the Society) was held 
in the Arbitration Room, Central Station Hotel, Glasgow, on 
Friday, June 27th. Mr. Wm. Robertson, F.F.A. (Edinburgh), 
Vice-President of the Branch, presided in the absence of 
Mr. D. Hill Jack, and was supported by Mr. A. E. Woodington 
(London), member of the Council, and Mr. A. A. Garrett, 
Secretary of the Society. A number of apologies for absence 
were intimated. The Chairman, before moving the adoption 
of the report and accounts, referred to the absence of 
Mr. Hill Jack, who did not feel well enough to attend that day. 
The work of the Society in Scotland had greatly increased in 
recent years, and although the nominal membership of the 
Branch did not seem to increase with the increase of candidates, 
that was because young members left Scotland, and what 
was the loss of the Scottish Branch was the gain of the 
Society as a whole. He was pleased at the large attendance 
of members, which was greater than usual, and he hoped 
all the members would take a keen interest in the work of the 
Scottish Institute as the Scottish Branch of the Society. 
Mr. R. T. Dunlop seconded the motion, which, after remarks 
by Mr. E. Mortimer Brodie, Mr. J. B. Dow, Mr. D. M. Muir 
and others, was unanimously agreed to. With reference 
to the retiring members of Council, a letter was read from 
Mr. A. Scott Finnie (Aberdeen) regretting that he had been 
unable to attend the Council meetings recently and stating 
that, whether he was a member of Council or not, he would 
give his best attention to the Society’s interests in Aberdeen. 
The following members were elected to the Council :— 
Mr. Archibald Macintyre (Hamilton), Mr. Wm. Houston, 
Mr. Arthur Batty and Mr. P. G. 8. Ritchie (Glasgow). 
Mr. Scott Finnie was thanked for his past services, particularly 
with reference to candidates in Aberdeen. Mr. D. M. A. 
Brunton and Mr. James B. Dow were re-elected honorary 
auditors for another year. 


LuncuEeon To Mr. Wooprneton anp Mr. GaRRETT. 
The Council and other members of the Scottish Branch 
afterwards entertained Mr. Woodington and Mr. Garrett toa 
luncheon in the Central Station Hotel, Glasgow. There were 
present Mr. Wm. Robertson, F.F.A., Mr. J. Stewart Seggie, 
C.A., Mr. D. R. Matheson, M.A., Mr. John Stirling, B.L., 
B.Com., Mr. Cyril Bellamy (Edinburgh); Dr. John Bell, 
Mr. Arthur Batty, Mr. R. T. Dunlop, Mr. John A. Gough, 
Mr. W. Davidson Hall, Mr. J. Cradock Walker, Mr. J. Tannett 
Mackenzie, Mr. Lawrence Scobie, Mr. J. Stirling Brown, 
Mr. J. B. Dow, Mr. Robert Macmenemey, Mr. P. C. Sengupta, 
B.Sc., Mr. A. B. Marshall, Mr. A. M. Shaw, Mr. George Wallace 
(Glasgow); Mr. D. M. Muir (Dunfermline), President of the 
Scottish Branch of the Institute of Municipal Treasurers and 
Accountants; Mr. Wm. M. Brown (Kilmarnock), Mr. H. W. 
MacGregor (Johnstone), Mr. E. Mortimer Brodie (Port 
Glasgow), Mr. James Paterson (Greenock). Apologies for 
absence were intimated from, amongst others, Mr. D. Johnston 
Smith, C.A., President, and Mr. D. Norman Sloan, B.L., 
C.A., Secretary of the Institute of Accountants and 
Actuaries, Glasgow; Mr. James R. Marshall, B.A., LL.B. 
(Edinburgh). Mr. Wm. Robertson occupied the chair and 
Mr. R. T. Dunlop acted as croupier. In offering a welcome 
to their guests the Chairman said that the members of the 


Scottish Branch were pleased to see Mr. Woodington, a Past 
President of the Society and Chairman of the Examination 
and Membership Committee, and Mr. A. A. Garrett, the 
Secretary of the Society. In Scotland they had for some 
time desired to discuss various matters with the President 
and Secretary of the Society, so that the efforts of the 
Scottish Council to maintain the Society's position in 
Scotiand should be fully realised and endorsed by the London 
Council. Mr. Woodington, in responding to the toast of 
‘*Our Guests,” proposed by Mr. R. T. Dunlop, said he had to 
apologise for the absence of Mr. Pitt, the President of the 
Society, who at the last moment had been unable, through an 
attack of sciatica, to travel north. He had come in Mr. Pitt’s 
place on a very short notice, and he had been pleased 
to have been able to do so, as he had found the members 
of the Scottish Council as zealous as any to uphold the 
Society’s position. He could assure the members of the 
Scottish Branch that Scottish interests did not suffer in the 
hands of Mr. Paterson, the Scottish Secretary, whose 
persistency before the Council in London on Scottish 
matters left nothing to be said. After further references to 
the work of the Society, Mr. Woodington thanked the 
Scottish Council and the members present for their kindness 
in so hospitably entertaining them. Mr. Garrett also replied, 
and drew attention to the Conference at Leeds. at which he 
hoped to see a good number of Scottish members. After a 
number of gentlemen had spoken, Dr. Bell moved a vote of 
thanks to Mr. Robertson for his conduct in the chair, which 
was duly seconded and carried with acclamation. Mr. 
Robertson, in thanking the meeting for the vote of thanks, 
remarked that the juncheon, which had been cancelled the 
day before owing to Mr. Pitt’s illness, had been re-arranged 
at the last minute, and the attendance that day was very 


gratifying. 


Meeting of Scottish Council. 


A meeting of the Council of the Scottish Institute of 
Accountants, the Scottish Branch of the Society, was held in 
Glasgow on Friday, June 27th. There were present Mr. 
Wm. Robertson, F.F.A., and Mr. J. Stewart Seggie, C.A. 
(Edinburgh), Mr. John Bell, Mr. R. T. Dunlop, Mr. W. 
Davidson Hall, Mr. Arthur Batty, Mr. J. A. Gough, and Mr. 
J. Cradock Walker (Glasgow), and Mr. James Paterson, 
Secretary ; also Mr. A. E. Woodington (London), Chairman of 
the Examination and Membership Committee, and Mr. 
A. A. Garrett, B.Sc. (London), Secretary to the Society. 
Apologies for absence were intimated from Mr. D. Hill Jack, 
J.P., President of the Branch, and Mr. Wm. Houston 
(Glasgow), Mr. Robert Young (Elgin), Mr. A. Scott Finnie 
(Aberdeen), Mr. Walter MacGregor (Edinburgh), and Mr. 
J.T. Morrison (Coatbridge). Mr. Robertson, Vice-President, 
in the absence of the President of the Branch, occupied the 
chair, and stated that the Scottish Council had invited the 
President and Secretary of the Society to visit Scotland with 
the view to their meeting with the Scottish Council, and 
conferring regarding Scottish matters. He welcomed the 
presence of Mr. Woodington and Mr. Garrett, and he was 
sure that the result of their conference would be helpful to 
the Scottish Branch and show the London Council] that the 
best interests of the Society were not being lost sight of in 
Scotland. Mr. Woodington and Mr. Garrett suitably replied, 
and expressed their regret at the absence of the President of 
the Society, Mr. Pitt, through temporary indisposition. The 
meeting then discussed a memorandum prepared by the Secretary 
of the Scottish Branch with reference to the position of the 
Society in Scotland, and various questions arising from the 
differences in practice in Scotland from those obtaining in 
England, and also matters affecting candidates in Scotland. 
At the close of a long sederunt, Mr. Woodington, in thanking 
the Scottish Council for the manner in which they had 
discussed the questions, said it was gratifying to find that the 
Scottish Council were fully alive to the necessity for keeping 
a high standard of admission to the Society, and that the 
differences in practice, which were local and peculiar to the 
North, did not detract from the standard they were all 
determined to maintain. He would be pleased to report to 
the Council of the Society that there was such substantial 
agreement on all the matters under consideration. 
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Rebielus. 


French-English and English-French Dictionary of 
Technical Terms. By J. O. Kettridge, F.S.A.A., 
A.C.I.S. London: George Routledge & Sons, Limited. 
(248 pp. Price 10s. 6d. net.) 


This is a most useful publication. Every language has its 
peculiarities, especially in relation to business matters, and 
it is a common experience that even those who are well 
acquainted with the French language have not a sufficient 
knowledge of the technical terms used in business to be able 
to distinguish their precise shades of meaning. In this book 
these technicalities are clearly elucidated. The matter is 
arranged in alphabetical order, with an English section and 
a French section, the one being the inverted counterpart of 
the other. Accountants who have to deal largely with foreign 
accounts and business correspondence in the French language 
will find this book exceedingly useful. 


Hospital Accounts and Financial Control. By 
Joseph E. Stone, Incorporated Accountant. London; 
Sir Isaac Pitman & Sons, Limited, Parker Street, 
Kingsway, W.C. (146 pp. Price 21s. net.) 


The object of this book is to explain the principles and 
practice of hospital accounting, and the subject has been 
treated not only from the book-keeping point of view, but 
also from the wider aspect of hospital administration, with 
efficiency and economy as its aim. The income and 
expenditure method of accounting is advocated, and in dealing 
with methods of book-keeping numerous forms are included 
which will prove of great assistance to those concerned in 
improving the accounting systems of hospitals with which 
they are connected. Part 1 deals with income and expenditure, 
and Part 2 with costing. The object of costing in the case of 
hospitals is to find out the elements of the working expenses 
with a view to detecting waste, to ascertain the relationship 
between expenses incurred and services obtained, to show the 
cost of the staff as distinguished from the cost of the 
patients, and generally to show the real effect of the financial 
transactions in place of a mere summary of totals. It is to 
the achievement of these results that Mr. Stone has devoted 
his attention. 


Loans and Borrowing Powers of Local Authorities. 
By J. H. Burton, A.S.A.A. London: Sir Isaac Pitman 
and Sons, Limited, Parker Street, Kingsway, W.C. 
(216 pp. Price 7s. 6d. net.) 


After explaining the various methods by which municipal 
corporations exercise their borrowing powers, this book gives 
full details as to how the raising of loans is carried out, how 
the sinking and redemption funds are dealt with, and the 
procedure to be adopted for recording the transactions in 
the books. Full information is given on all matters, and 
specimens of the book entries are supplied which will make 
the text easily understood by those who have not had practical 
experience in these matters. 


Organisation and Administration of the Finance 
Department. By William Bateson, A.C.A., F.S.A.A., 
London: Sir Isaac Pitman & Sons, Limited, Parker 
Street, Kingsway, W.C. (268 pp. Price 7s. 6d. net.) 


This is one of a series of publications on the organisation 
and management of the affairs of municipal corporations. It 
deals very fully with the work of the Finance Department, 
both as regards the question of control by the financial 
officer and the work to be carried out by his subordinates. A 
feature of the book is the reproduction of numerous forms 
used in connection with the department, as well as rulings of 
books, &c. Not only the account keeping, but the whole 
organisation of the department, including the audit and 
the financial returns, receive due consideration. Mr. Bateson 
is well qualified to deal with municipal finance, and the book 
will be found to be a reliable and comprehensive treatise upon 
the subject. 


The Money Market in Relation to Trade and 
Commerce. (Fourth Edition.) By Ernest E. Spicer, 
F.C.A. London: H.F.L. (Publishers), Limited, 17, Iron- 
monger Lane, E.C. (248 pp. Price 8s. 6d. net.) 

The general aspect of this work has been retained as in 
previous editions, but, as explained by the author, the 
operations of the money market have changed very considerably 
as the result of the war and the unsettled state of European 
finance. A special chapter is devoted to the consideration of 
this change in which is explained the effect of the monetary 
crisis generally, and especially in relation to currency notes, 
the gold coinage and the inflation of prices. 


Correspondence. 


FELLOWSHIP OF THE SOCIETY. 
To the Editors Incorporated Accountants’ Journal. 

Strs,—May I trespass on your valuable space to draw 
attention to the advisability of extending the enjoyment of 
Fellowship of the Society to what must be a considerable 
number of members in the ranks of Associates not in practice, 
who hold responsible positions in commercial and official 
appointments? While there is no doubt, from instances 
within my knowledge, that the Society does, to a very limited 
extent, favourably consider applications from certain such 
members, it is suggested that the limit might safely be 
extended without prejudice to the interests of the Society and 
with mutual honour and benefit to the Society and the 
additional members promoted to Fellowship. 

I am, Sirs, your obedient servant, 
A.N.LP. 


[Owing to pressure on our columns other letters from 
correspondents are held over.} 


Changes and Removals. 


Mr. H. C. Banting, Incorporated Accountant, has removed 
his office to 67, Jermyn Street, St. James’s, London, S.W. 


Messrs. W. Claridge & Co., Incorporated Accountants, have 
removed their offices from 47, Market Street, to 53, Well 
Street, Bradford. 


Messrs.Crawford & Allen, Incorporated Accountants,announce 
that they have admitted into partnership Mr. H. Andison, 
A.S.A.A., who has been associated with them for some time past. 
The style of the firm will remain unchanged, and the practice 
will be carried on at 5, Bedford Street, Belfast, as hitherto. 


Messrs. Pelham Plunkett & Co., cg em Accountants, 
have removed their Dublin offices to Morrow’s Chambers, 
S. Frederick Street. 


Notes on Regal Cases. 


(The abbreviations at the end of each of the cases refer 
to the following law reports, where full reports of the case 
may be found. The Law Reports and other reports are 
cited with the year and the Division, e.g. (1923) 2 K.B.:— 

T.L.R., Times Law Reports; The Times, The Times News- 
paper ; L.J., Law Journal; L.J.N., LawJournal Newspaper ; 
L.T., Law Times; L.T.N., Law Times Newspaper; 8.J., 
Solicitors’ Journal; W.N., Weekly Notes ; 8.C., Sessions Cases 
(Scotland); S.L.R., Scottish Law Reporter; 1.L.T., Irish 
Law Times; J.P., Justice of the Peace (England); L.G.R., 
Knight's Local Government Reports; B.& C.R., Bankruptcy 
and Company Cases. 
The other abbreviations used in modern reports are H.L., House 
of Lords; A.C., Appeal Court (House of Lords and Privy Council); 
C.A., Court of Appeal; Ch., Chancery Division; K.B., King’s 
Bench Division; P., Probate, Divorce and Admiralty Division ; 
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C.S., Court of Session (Scotland); J., Mr. Justice (King’s Bench 
or Chancery); L.J., Lord Justice; L.C., Lord Chancellor; 
M.R., Master of the Rolls; P., President of Probate, Divorce and 


Admiralty.] 
AUDITORS. 


R. v. Roberts. 

Surcharge by District Auditor on Members of Metropolitan 
Borough Council. 

The Court of Appeal by a majority in reversing the decision 
of the Divisional Court held that the Metropolis Management 
Act, 1855, sect. 62, gives a metropolitan borough council 
power to fix the rates of wages of their employees, and the 
council should not be interfered with unless the amount is so 
excessive as to be above what in reason a representative body 
could fix. Such powers must be exercised bond fide and 
reasonably. 

(C.A.; (1924) 59 L.J.N., 423.) 


BANKRUPTCY. 
Re Searle, Hoare & Co. 

Right of Trustee to Deduct Amount Uverpaid. 
Where a creditor’s proof has been reduced, a trustee in 
bankruptcy is not entitled to require the creditor to refund 
an amount overpaid in respect of dividend, but is entitled to 
deduct or set off such amount from or against any future 

dividend payable to the creditor on the reduced sum. 


(Ch. ; (1924) 59 L.J.N., 388.) 


BILLS OF EXCHANGE. 


Macdonald v. Nash. 
Subsequent Indorsement by Drawer. 

Where a bill of exchange is incomplete by reason of the 
payee’s name not being inserted, the drawer has authority 
under sect. 20 of the Bills of Exchange Act, 1882, to fill in 
his own name as payee and when so filled up the bill becomes 
retrospectively enforceable as if it had been complete 
throughout. 

(H.L.; (1924) 68 8.J., 594.) 


MISCELLANEOUS. 


New York Life Insurance v. Public Trustee. 
Policies of Insurance issued to Germans by London branch of 
Company registered in New York. 

As a general rule, a simple contract debt is due in the 
country of the debtor’s domicile, that being the place where 
an action could be brought to recover it. When, however, 
the debtor is a company, with domiciles or residences in 
different countries, the Court may look at the terms of the 
contract creating the debt, and if that debt is in fact localised 
to one particular branch of the company, the country in 
which that branch is situate will be the country in which 
the debt is due. Decision of Romer (J.) (reported in the 
Incorporated Accountants’ Journal, Oc r, 1923, p. 20) 
reversed by the Court of Appeal. , 

(C.A.; (1924) 68 S.J., 477.) 


REVENUE. 


Commissioners of Inland Revenue v. Forrest. 
Purchase of Shares with dividend accrued to date. 

A contract for the sale of shares in a limited liability 
company was contained in letters passing between the 
purchaser and the seller, in terms of which the purchaser 
accepted an offer by the seller to sell the shares ‘‘ at £1,050 
odd, £50 being to cover the portion of the dividend accrued to 
date.’’ In computing the income of the purchaser for income 
tax purposes, the purchaser claimed that the dividend 
subsequently paid in so far as it had accrued at the date of 
the purchase, having been purchased by him with his capital 
did not fall to be included in the computation. 

It was held that the whole of the dividend fel] to be 
included. 

(C.8.; (1924) 61 8.L.R., 319.) 


Whitney v. Inland Revenue Commissioners. 
Non-resident Alien in receipt of British Income. — 

An alien non-resident in this country in receipt from 
British sources of an income exceeding £2,000 per annum is 
liable to pay super tax, and is bound to comply with a notice 
sent to him at his residence abroad by registered post 
requiring him to make a return of his British income for 
assessment to super tax, and on his failure to do so he may be 
assessed by the Special Commissioners to the best of their 
judgment. 

(C.A.; (1924) 40 T.L R., 705 ) 


Inland Revenue Commissioners v. Walter Summers, 
Limited. 


Claim by New Company to Repayment of Excess Profits Duty 
paid by Old Company. 

A claim by a new company to repayment of excess profits 
duty paid by the old company, where the shareholders 
were substantially the same, was allowed by the General 
Commissioners, they having held that the new company was 
substantially the same entity as the old company. 

Rowlatt (J.) allowed the appeal from the General 
Commissioners, and held that the company was a separate 
legal entity from the old company and was not entitled to 
repayment of the duty paid by the old company. 


(K.B.; (1924) 157 L.'T.N., 534.) 


Ricketts v. Colquhoun. 

Travelling Expenses involved in Performance of Duties of Office. 

A barrister practising in London appealed against an 
assessment to income tax made upon him in respect of the 
profits of his office of Recorder of Portsmouth, the question 
being whether he was entitled to deduct travelling and hotel 
expenses necessarily incurred in the performance of the duties 
of his office under Rule 9 of Schedule E. 
_ It was held that the travelling expenses were not necessarily 
incurred in the performance of the appellant’s duties, as he 
was not obliged by law to live and practise in London. 

(K.B.; (1924) 158 L.T.N., 7.) 


Inland Revenue Commissioners v. Fisher’s 
Executors. 
Distribution of Accumulated Profits by way of Bonus. 

A limited company had accumulated a large sum in 
undistributed profits. A resolution to capitalise these profits 
was passed, in pursuance of which a distribution of debenture 
stock was made by way of bonus among the shareholders. 
The stock was secured by a trust deed and became repayable 
in certain circumstances. No part of the bonus was paid 
in cash. 

It was held, distinguishing Inland Revenue Commissioners 
v. Blott ((1921) 2 A.C., 171), that there had been no increase 
in the capital of the company and the debenture stock was 
income of the recipient for super tax purposes. 

(K.B.; (1924) 158 L.T.N., 7.) 


Inland Revenue Commissioners v. New York and 
Pacific Steamship Company. 
Deductions Allowable in respect of Wear and Tear. 

By the Finance Act, 1920, it is provided that the same 
principles with regard to wear and tear are applicable in 
respect of corporation profits tax as are applicable in the case 
of income tax. 

A dispute arose (regarding deductions allowable on account 
of wear and tear) in a case in which it was necessary to 
determine the profits for the purposes of corporation profits 
tax in the first year of assessability to that tax. ; 

Rowlatt (J.) held that the accumulations of wear and tear 
in respect of previous years might be deducted as they would 
have been under the Income T'ax Acts. 

(K.B. ; (1924) 68 8.J., 632.) 
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